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Dear Friends and Colleagues:

On behalf of the California Debt and Investment Advisory Commission (CDIAC), | am
pleased to release the report "Local Agency Investment Guidelines: Update for 2005," which has
been revised to reflect statutory changes effective as of January 1, 2005. This report provides current
information on Government Code sections that affect the daily investment practices of California
local agencies.

The original Guidelines report was developed in 1996 as an interpretive document to aid
local officials in their efforts to implement the numerous law changes that came about as a result of
the Orange County investment pool bankruptcy. It has served as a valuable resource for local
officials to answer questions related to the types of allowable investments, investment policy and
portfolio reporting requirements, and the development of oversight committees.

Because the report is considered a "living" document, that is, one that officials can use daily
to reference information critical to their jobs, it is important that it be as up-to-date and accurate as
possible. This updated version of the Local Agency Investment Guidelines accomplishes this goal. It
reflects statutory changes that have occurred through January 1, 2005, thus providing current and
useful information to promote continued best investment practices by local government officials.

Reports such as this one, in combination with other information and educational resources,
play a crucia part in CDIAC's mission to provide education and technical assistance to local
officials. | welcome your comments and input on the important work and common goal of protecting
Californians' taxdollars.

Si nge“relyI

|'f {,*’ e

Phill Angelides

State Treasurer and Chairman,

California Debt and Investment Advisory Commission
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EXECUTIVE SUMMARY

The Cadifornia Debt and Investment Advisory Commission provides an annual update on
statutory changes that affect local government investments. In 2004, there were severad
legislative changes slated to become effective on January 1, 2005. Some of those changes
included changing the mandatory requirement for local agencies to file an annual investment
policy and a quarterly investment report to optional, and an addition of stipulations for an
investment advisor involved in joint powers authority (JPA) pool investing.

This document reflects changes and additions to California Government Code Sections 53601,
53630, and 53646. A summary of those changes is provided below:

Section 53601

» 53601(0): This new subdivision adds eligibility criteria for investing in JPA pools. The JPA
issuer must retain an investment advisor who is registered with the Securities and Exchange
Commission (or exempt from registration), has assets under management in excess of $500
million, and has at least five years experience investing in instruments authorized by
Government Code Section 53601(a) — (n).

= 53601.7(a): This section adds a securities lending agreement as one of the agreements under
which an investment may be made in a security.

» 53601.2: This new section defines "corporation” as a limited liability company.

Section 53630
» 53630(j): This new subdivision defines "corporation” as a limited liability company.

Section 53646

= 53646(a): This subdivision has been revised to remove the annual mandatory filing of alocal
agency's annual investment policy. This section now provides the treasurer of a county
government or the treasurer or chief fiscal officer of any other local agency the option of
submitting an annual investment policy to higher legislative body and any oversight
committee.

= 53646(b): This subdivison has been revised to remove the mandatory filing of a local
agency's quarterly investment report. This section now provides the treasurer or chief fiscal
officer of alocal agency the option of submitting a quarterly investment report to the chief
executive officer, the internal auditor, and the legidative body of the local agency.
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INTRODUCTION

The aftermath of the Orange County investment pool failure and bankruptcy filing in December
1994, prompted numerous reports, specia hearings, and committees to assess what went wrong
and suggest measures to avoid similar problems in the future. Most notably, the Governor
convened the Task Force on Loca and State Investment Practices, chaired by the State
Treasurer, to review the Situation and recommend investment guidelines to the California
Legidlature. It was comprised of representatives from various statewide organizations and
members of the Legidlature.

The Task Force and other members of the state investment community prepared and presented to
the Legidature a package of legidative proposals to improve investment practices of local
agencies. These activities culminated in the California Legidature’s enactment in late 1995 of
numerous changes to the Government Code that restricted permissible investments and promoted
oversight procedures for the management of public funds.

There was widespread support for the objectives of these new investment laws, however, many
local officials expressed uncertainty over their implementation. To address these concerns, in
1996, the then-California Debt Advisory Commission (the "Commission”) brought together a
"working group” consisting of staff from the California Legidature and representatives from
seven statewide associations to prepare what became the Commission’s Local Agency Investment
Guidelines (the "Guidelines"). The participating associations included:

Association of California Water Agencies

Cdlifornia Association of County Treasurers and Tax Collectors
California Society of Municipal Finance Officers

Cdlifornia Municipal Treasurers Association

California Special Districts Association

California State Association of Counties

League of California Cities

The Guidelines were developed as an interpretive document meant to aid local officials in their
efforts to implement the new laws. Since the origina report’s release in 1996, numerous
statutory changes have occurred, including the addition to the Commission’'s mandate the
responsibility of providing investment education and research. The Commission’s name also was
changed to the California Debt and Investment Advisory Commission (CDIAC). In keeping with
its expanded mandate, CDIAC has revised these Guidelines to include statutory changes that
have occurred since 1996 in order to provide local agency investment officials and interested
parties with the most accurate, up-to-date information available. The information reported in
these Guidelinesreflects statutory changes to the State Government Code effective as of January
1, 2005.

This updated document retains much of the same format as the origina document; that is, it
briefly describes each of the issues considered and offers an interpretation of the minimum legal
requirement for compliance with each section of the law. These interpretations represent the best
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judgment of the investment professionals involved, and are intended only as guidance for local
agencies in their efforts to comply with the laws. The document also retains the working group’s
consensus recommendations from the original Guidelines where appropriate. Local agencies are
advised, however, to rely only upon their legal counsel for legal advice.

The Guidelines are divided into four chapters:

Chapter I. Annual Investment Policy
Chapter 11. Fund Management
Chapter 111.  Reporting Requirements

Chapter IV.  Treasury Oversight Committees

There is one issue that does not fit neatly into one of these four chapters, and this concerns the
applicability of the statutory changes to different types of jurisdictions. Generally speaking, it
was the consensus of the working group that all local agencies, regardless of their
characterization, are subject to the reporting, fund management, and investment policy
requirements. (Only county governments are subject to the county oversight committee
requirements.) All of these requirements are contained in the same article of the California
Government Code dealing with public investments. That article begins with Section 53600,
which states:

As used in this article, "local agency” means a county, city, city and county,
including a chartered city or county, school district, community college district,
public district, county board o education, county superintendent of schools, or
any public or municipal corporation.

Any jurisdiction that assumes it is not covered by these provisions should seek the advice of its
legal counsel.

The updated Guidelines aso provide valuable information on how to properly manage public
funds, however, it is also important to note that nothing can substitute for proper
education/training of local treasurers, investment officers, and members of the legidative
body/advisory committees in the area of public investments. In addition to this report, CDIAC
offers investment seminars to provide loca officials with relevant information to assist them
with their responsibilities. CDIAC, under the chairmanship of State Treasurer Phil Angelides,
also has worked with a broad variety of interested parties to promote best investment practices
through legidlation, through the establishment of a toll-free Hotline (1-888-CDIACA49) for loca
agencies to confer with CDIAC regarding questionable debt and investment practices, and
through the creation of a Treasurer’s Alert! publication to disseminate timely information on
such practices and other issues of vital importance to promoting and protecting the public trust.
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CHAPTER |I. THE ANNUAL INVESTMENT POLICY

A good investment policy encompasses the cash, treasury, and investment management functions
of an agency. It serves as a guide for setting and achieving program objectives, defines rules and
establishes benchmarks, and reduces the exposure to liability of both the investment staff and the
governing board. Finaly, it is a'so important to note that rating agencies pay close attention to an
agency’s investment policy and portfolio in determining its credit rating.

I.A. How should the annual investment policy be submitted to the legidative body?
[Section 53646(a)]*

Section 53646(a)(1) states that the treasurer of a county government may annualy render to
his/her board of supervisors and oversight committee an investment policy, which the board shall
review and approve at a public meeting. In addition, the board shall review and approve any
changes to the investment policy at a public meeting.

Section 53646(a)(2) states that the treasurer or chief fiscal officer of any other local agency may
annually render to his/her legidative body and any oversight committee an investment policy,
which the legidative body shall consider at a public meeting. This raises questions about whether
or not the policy should be adopted officialy by the legidative body, and the time during the
year that this"consideration” should take place.

Minimum legal requirement: If submitted to the local agency's legidative body, the investment
policy must be an agenda item at a public meeting. The county board of supervisors is required
to review and approve the investment policy and any changes to it at the public meeting. The
statute does not place the same specific approval requirements on other local agencies, but it
does require consideration. It does it specify when during the year that consideration or approval
should occur.

Consensus recommendation: If submitted, the investment policy should be thoroughly discussed
by an agency’s legidative body and/or oversight committee and approved by a vote of the
legidative body, no later than the end of the first quarter of the year to which it applies. The
reason it is important to have a vote is to give "teeth” to the investment policy by increasing its
authority and legitimacy. To be of greatest assistance, the annual policy should be in effect prior
to the production of any first quarter report — which, according to Government Code Section
53646(b)(2), must state compliance with the annual investment policy.

L All "Section" references refer to the California Government Code unless otherwise noted.
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I. B. What must beincluded in the investment policy? [Section 27133]

Except for county governments, the California Government Code does not contain any
provisions specifying what must be included in the investment policy of alocal agency. County
investment policies must contain:

1. A list of securities or other instruments n which the county treasury may invest,
according to the law, including the maximum percentage by type of security, and the
maximum term of any security purchased;

2. The manner of calculating and apportioning the authorized costs of investing,
depositing, banking, auditing, reporting, handling, and managing of funds,

3. Limits on the receipt of honoraria, gifts, and gratuities for county treasury oversight
members from advisors, brokers, dealers, bankers, or other persons with whom the
county treasury conducts business,

4. Criteriafor selecting brokers and dealers (including prohibitions against selecting any
broker, dealer, or security firm within any consecutive 48 month period of making a
campaign contribution exceeding the limitations contained in Rule G-37 of the
Municipal Securities Rulemaking Board);

5. A requirement that the treasurer provide the county treasury oversight committee with
an investment report as required by the Board of Supervisors.

6. Terms and conditions under which other local agencies that are not required to
deposit funds may deposit funds in the county treasury if they so choose.

7. Criteriafor considering requests to withdraw funds from the county treasury; and

The last two of the above elements directly refer to the duties counties have in maintaining a
local government investment pool. However, it would benefit any agency to include the other
five elements in its own investment policy. A sample guide to creating an investment policy
published by the Association of Public Treasurers of the U.S. and Canada is included in the
Appendix of these Guidelines to give additional details on items to include in an investment
policy. The Government Finance Officers Association also has a sample investment policy
available for purchase.

I.C. What constraints can county pools place on voluntary depositors? [Section 27133(g)]

An area where gquestions commonly occur is how county pools should treat funds from voluntary
depositors. Voluntary funds are often referred to as "hot money" because of the difficulty county
treasurers have in predicting withdrawals of these funds. Failure to have adequate information on
a depositor’s cash flow can lead to unanticipated withdrawals and introduce potential liquidity
problems.
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Minimum legal requirement: State law does not require county pools to accept voluntary
deposits.

Consensus recommendation: Allow voluntary deposits only under a clearly written contract or
memorandum of understanding. This agreement should spell out the exact rules for participating
in the pool and provide the county treasurer with reasonable predefined discretion to establish the
frequency and amount of voluntary funds that can be removed from the pool at a particular time.
Another option is to ban voluntary deposits altogether, if the county has confidence that other
local agencies have reasonable investment alternatives.
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CHAPTER Il. FUND MANAGEMENT

For the investment of county funds in a county treasury, Government Code Section 27000.3
establishes the Board of Supervisors as a fiduciary that is subject to the prudent investor standard
unless it delegates its investment duties to the county treasurer. For other local agencies’ funds
invested in the county treasury, the county treasurer serves as a fiduciary and is subject to the
prudent investor standard.

Except as provided for in Section 27000.3, Government Code Section 53600.3 declares each
person, treasurer, or governing body authorized to make investment decisions on behalf of local
agencies to be a trustee and therefore a fiduciary subject to the prudent investor standard. These
persons shall act with care, skill, prudence, and diligence under the circumstances then prevailing
when investing, reinvesting, purchasing, acquiring, exchanging, selling, and managing funds.
Section 53600.5 further stipulates that the primary objective of any person investing public funds
is to safeguard principal; secondly, to meet liquidity needs of the depositor; and lastly, to achieve
a return or yield on invested funds (Government Code Section 27000.5 specifies the same
objectives for county treasurers and board of supervisors).

Risk is inherent throughout the investment process. There is risk assigned to any investment
activity as well as opportunity risk related to inactivity. Market risk is derived from exposure to
overall changes in the general level of interest rates while credit risk is the risk of loss due to the
failure of the insurer of a security. The market value of a security varies inversely with the level
of interest rates. If an investor is required to sell an investment with a 5 percent yield in a
comparable 7 percent rate environment, that security will be sold at a loss. The magnitude of that
loss will depend on the amount of time until maturity.

Purchasing certain allowable securities with a maturity of greater than five years requires
approval of the governing board (see Government Code Section 53601). Part of that approval
process involves assessing and disclosing the risk and possible volatility of longer-term
investments.

Another element of market risk is liquidity risk. Instruments with unique call features or special
structures, or those issued by little known companies, are examples of "story bonds" and often
are thinly traded. Their uniqueness often makes finding prospective buyers in a secondary market
more difficult and, consequently, the securities marketability and price are discounted.
However, under certain market conditions, gains are also possible with these types of securities.

Default risk represents the possibility that the borrower may be unable to repay the obligation as
scheduled. Generally, securities issued by the federal government and its agencies are considered
the most secure, while securities issued by private corporations or negotiable certificates of

deposit issued by commercial banks have a greater degree of risk. Securities with additional

credit enhancements, such as bankers acceptances, collateralized repurchase agreements and
collateralized bank deposits, are somewhere between the two on the risk spectrum.

The vast mgjority of portfolios are managed with a buy and hold policy. Investments are
purchased with the intent and capacity to hold them until maturity. At times, market forces or
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operations may dictate swapping one security for another or selling a security before maturity.
Continuous analysis and fine tuning of the investment portfolio are considered part of prudent
investment management.

This strategy is not to be confused with heavy trading activity where securities are purchased
with the intent to sell them before maturity at a profit or the use of leverage to enhance yield.
Such strategies require predicting the future direction of interest rates.

The Government Code contains specific provisions regarding the types of investments and
practices permitted after considering the broad requirement of preserving principal and
maintaining liquidity before seeking yield. These provisions are intended to promote the use of
reliable, diverse, and safe investment instruments to better ensure a prudently managed portfolio
worthy of public trust.

[1. A. Which investments ar e permissible? Which are prohibited?
[Sections 16429.1, 53601, 53601.6, 53601.7, 53635, 53635.2, and 53684]

Government Code Sections 16429.1, 53601, 53601.6, 53601.7, 53635, 53635.2, and 53684
include a number of requirements on how and where public money may be invested. Figures 1
and 2 provide a synopsis of the permitted securities and conditions for using them.

Prohibited investments include securities not listed in Figures 1 and 2, as well as inverse floaters,
range notes, interest only strips derived from a pool of mortgages, and any security that could
result in zero interest accrual® if held to maturity, as specified in Section 53601.6.

Minimum legal requirement: Local agencies may invest only in those instruments specified in
State law.

Consensus recommendation: Include the list of permissible securities in the investment policy,
and modify the list to meet the unique needs of the local agency. These modifications may
include additional restrictions on the type and amount of specific authorized investments to
reflect the risk tolerance of the agency.

2 Zero interest accrual means the security has the potential to realize zero interest depending upon the structure of
the security. Zero coupon bonds and similar investments that start at a level below the face value are legal because
their value does increase.
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Figurel

Allowable I nvestment | nstruments

Per State Government Code (as of January 1, 2005)*

Applicableto All Local Agencies

Maximum Minimum
Investment Type LT S geeii Qualit
yp Maturity® Per centage of R uirem)(/en -
Portfolio €
Local Agency Bonds 5years None None
U.S. Treasury Obligations 5years None None
State of California Obligations 5years None None
CA Local Agency Obligations 5years None None
U.S. Agencies Syears None None
Bankers' Acceptances 180 days 40 percentd None
Commercial Paper — Select Agencies® 270 days 25 percent of the "A-1/P-1/F1"; if the
agency's mont—:'yf issuer hasissued long-
term debt it must be
rated "A" without
regard to modifiers®
Commercial Paper — Others Agenci es’ 270 days 40 percent of the "A-1/P-1/F1"; if the
agency's money' issuer hasissued long-
term debt it must be
rated "A" without
regard to modifiers?
Negotiable Certificates of Deposit 5years 30 percent None
Repurchase Agreements 1year None None
Reverse Repurchase Agreements and 92 days'{ 20 percent of the base None"
Securities Lending Agreements value of the portfolio
Medium-Term Notes 5years 30 percent "A" rating
Mutual Funds and Money Market N/A 20 percent™ Multiple™°
Mutual Funds
Collateralized Bank Deposits 5years None None
Mortgage Pass-Through Securities S5years 20 percent "AA" Rating®
Time Deposits 5years None None
County Pooled Investment Funds N/A None None
Joint Powers Authority Pool N/A None Multiple?
Local Agency Investment Fund N/A None None
(LAIF)
*See "Table of Notes for Figure 1" on page 12 for footnotes related to thisfigure.
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Table of Notesfor Figure 1

Sources. Government Code Sections 16429.1, 53601, 53635, and 53638.

. Municipa Utilities Districts have the authority under the Public Utilities Code Section 12871 to invest in
certain securities not addressed here.

. Government Code Section 53601 provides that the maximum term of any investment authorized under
this section, unless otherwise stated, is five years. However, the legidative body may grant express
authority to make investments either specifically or as a part of an investment program approved by the
legidative body that exceed this five year maturity limit. Such approval must be issued no less than three
months prior to the purchase of any security exceeding the five-year maturity limit.

. No more than 30 percent of the agency's money may be in Bankers' Acceptances of any one commercial
bank.

. "Select Agencies' are defined as a "city, a district, or other local agency that do[es] not pool money in
deposits or investment with other local agencies, other than local agencies that have the same governing
body."

10 percent of the outstanding commercial paper of any single corporate issuer.

. Issuing corporation must be organized and operating with the U.S. and have assets in excess of
$500,000,000.

. "Other Agencies’ are counties, a city and county, or other local agency "that pools money in deposits or
investments with other local agencies, including local agencies that have the same governing body." Local
agencies that pool exclusively with other local agencies that have the same governing body must adhere to
the limits set for "Select Agencies,” above.

No more than 10 percent of the agency's money may be invested in the Commercial Paper of any one
corporate issuer; no more than 10 percent of the outstanding Commercial Paper of any one corporate
issuer may be purchased by the local agency.

Reverse repurchase agreements or securities lending agreements may exceed the 92-day term if the
agreement includes a written codicil guaranteeing a minimum earning or spread for the entire period
between the sale of a security using a reverse repurchase agreement or securities lending agreement and
the final maturity dates of the same security.

. Reverse repurchase agreements must be made with primary dealers of the Federal Reserve Bank of New
York or with a nationally or state chartered bank that has a significant relationship with the local agency.
The issuer must have held the securities used for the agreements for at least 30 days.

"Medium-term notes"' are defined in Government Code Section 53601 as "all corporate and depository
institution debt securities with a maximum remaining maturity of five years or less, issued by corporations
organized and operating with the U.S. or by depository institutions licensed by the U.S. or any state and
operating within the U.S."

. No more than 10 percent invested in any one mutual fund.

. A mutual fund must receive the highest ranking by not less than two nationally recognized rating agencies
or the fund must retain an investment advisor who is registered with the SEC (or exempt from
registration), has assets under management in excess of $500 million, and has at least 5 years experience
investing in instruments authorized by Government Code Sections 53601 and 53635.

. A money market mutual fund must receive the highest ranking by not less than two nationally recognized
statistical rating organizations or retain an investment advisor registered with the SEC or exempt from
registration and who has not less than 5 years experience investing in money market instruments with
assets under management in excess of $500 million.

. Issuer must have an "A" rating or better for the issuer's debt as provided by a nationally recognized rating
agency.

. A joint powers authority pool must retain an investment advisor who is registered with the SEC (or exempt
from registration), has assets under management in excess of $500 million, and has at least 5 years
experience investing in instruments authorized by Government Code Section 53601, subdivisions (a) to (n).
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Figure 2

Allowable Short-term Investment Instruments
Per State Government Code (as of January 1, 2005)
Applicableto Countiesor a City and County

Investment Type

U.S. Treasury Obligations
U.S. Agencies
State of California Obligations

CA Loca Agency Obligations
Bankers Acceptances

Commercia Paper

Negotiable Certificates of Deposit
Repurchase Agreements”

Reverse Repurchase Agreements and

Securities Lending Agreements’

Debt Securities Issued by Corporation
or Depository Ingtitution™

Mutual Funds" and Money Market
Mutua Funds

Contracts Issued by Insurance
Companies’

Mortgage and Collateral-backed
Securities’

SEC Rule 2a-7 Allowable Investments

Maximum
Maturity®

397 days
397 days
397 days

397 days
180 days
270 days
397 days
1 year

92 days
397 days
N/A

397 days
397 days

397 days

Maximum Specified
Per centage of
Portfolio

None
None

5 percent in any one
issuer

5 percent in any one
issuer

5 percent in any one
issuer

5 percent in any one
issuer

5 percent in any one
issuer'

5 percent in any one
issuer

20 percent of the market
value of the portfolio*

5 percent in any one
issuer

10 percent in any one

mutual fund

5 percent in any one
issuer

5 percent in any one
issuer

5 percent in any one
issuer

* See "Table of Notes for Figure 2" on page 14 for footnotes related to this figure.
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Additional
Quality
Requirement

None
None

None
None
None
None®
None®
None

None'
None
Multiple®
None
"AA" Rating'

None
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Table of Notesfor Figure 2
Source; Government Code Sections 53601.7

A county or city and county may not invest in any security under Section 53601.7 that would cause
the dollar-weighted average maturity of the funds in the investment pool to exceed 90 days.

Unless otherwise specified, al corporate and depository ingditution investments must meet or exceed the
following criteria at the time of purchase: 1) Short-term debt must be rated at least A-1, P-1, F-1; 2) If the
issuer of short-term debt has issued long-term debt, the long-term debt must be rated "A™ or better without
respect to modifiers. Because Section 53601.7 does not define these investments, local agencies should
consult with their legdl counsdl to determine if any investments purchased fall within this category.

Eligible commercia paper investments may not represent more than 10 percent of the outstanding
paper of an issuing corporation.
Issuing corporation must be organized and operating within the U.S. and have assets in excess of

Subject to the limits placed on depository funds specified in Government Code Section 53638.

Eligible certificates must be issued by a nationally or state-chartered bank or a federal association, or
by a state-licensed branch of a foreign bank. Investments in certificates of deposit are subject to
certain restrictions on conflicts of interest as specified in Section 53601.7(€)(7).

Repurchase agreements, reverse repurchase agreements, or securities lending agreements must meet
the delivery requirements specified in Government Code Section 53601.

A security underlying a repurchase agreement or a reverse repurchase agreement may exceed the 397-
day term limit placed on all investments allowed under Government Code Section 53601.7.

Applies to reverse repurchase agreements unless the agreement includes a guarantee return for the
entire period of the agreement.

Vaue of portfolio based upon investments owned and does not include securities subject to other
agreements, such as securities lending agreements.

Investments in reverse repurchase agreements or similar investments can be made only with the
approva of the governing body of the local agency and only with primary dedlers of the Federa
Reserve Bank of New York or with a nationally or state-chartered bank that has or has had a
"significant banking relationship” with the local agency. The issuer must have held the securities used
in the agreement for at least 30 days.

. Includes securities specified as "medium-term notes" issued by corporations organized and operating
within the U.S. or by depository ingtitutions licensed by the U.S. ar any state and operating within the U.S.

The investments in securities and obligations made by the mutual fund must conform to Government
Code Section 53601.7 except that the counterparty to a reverse repurchase agreement is not required
to be aprimary dealer of the Federal Reserve Bank of New York if the company's board of directors
finds that the counterparty presents aminimal risk of default.

Must receive the highest ranking by not less than two nationally recognized rating agencies or the
fund must retain an investment advisor who is registered with the SEC or exempt from registration,
has assets under management in excess of $500 million, and has at least 5 years experience investing
in money market instruments.

These include guaranteed investment contracts.

Category includes mortgage pass-through security, collateralized mortgage obligation, mortgage-
backed and other pay-through bond, equipment lease-backed certificate, consumer receivable pass-
through certificate, or consumer receivable-backed bonds.

Issuer must have an "A" rating or better for the issuer's debt as provided by a nationally recognized
rating agency.
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I1. B. When must the composition and credit rating of investments contained in a local
agency investment portfolio bein compliance with state law? [Sections 53601 and
53601.7]

The Government Code provides a description of the types of instruments permissible for local
agency investment and specifies the timing of compliance with state law.

Minimum Legal Requirement: Where the Government Code specifies a percentage restriction on
a certain category of investment, this share of the investment portfolio must be in compliance
with dtate law at the time that investment is purchased. The law does not specify that the entire
portfolio must be in compliance when new instruments are purchased. It aso does not require
"rebalancing” in the case where subsequent maturities, sales, withdrawals, or smilar non
purchase activities result in the remaining portfolio having one or more of the categories of
investment rise above the percentage restrictions applicable at the time of purchase.

In addition, Government Code Section 53601.7 specifies (for investments purchased pursuant to
this section) that any credit rating downgrade of an investment subsequent to purchase shall
result in the security being reviewed for possible sale within a reasonable amount of time after
the downgrade.

Consensus recommendation: None (these specific Government Code Section changes were
enacted after the consensus recommendations for the Guidelines were adopted).

I1. C. Must bond proceeds be invested in code cited securities? [Section 53601(1)]

Section 53601(1) allows greater flexibility with respect to the types of investments that may be
made with bond proceeds. Specifically, the law permits money from bond proceeds, obligations
under a lease, installment sales, or other agreements of a local agency to be invested in any
security that meets the statutory provisions governing the issuance of the bond or other
agreements made by the issuing agency. In so doing, this section of the code recognizes that
outstanding contracts between issuers and bond holders may not comply with the revised statute,
and gives loca agencies some greater discretion in how to invest bond proceeds.

Minimum legal requirement: Bond proceeds may be invested in accordance with the
Government Code provisions, or they may be invested in alternative vehicles if authorized by
bond documents.

Consensus Recommendation: The agency’s investment policy should either require that bond
proceeds be invested in accordance with the Government Code, reference applicable bond
documents, or specify the types of investments authorized for bond proceeds. Agencies should
make sure thet language in bond documents governing the investment of bond proceeds
conforms to specific provisions of the agency’s investment policy, if any, addressing bond
proceeds.
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If bond proceeds are not addressed in an agency’s investment policy and are invested in a
manner that is outside the investment parameters for other agency funds, the investment report
should note the difference and the authority for the difference (for example, bond documents).

II.D.Areall U.S. Agency bondslegal for investment by California local agencies?
[Sections 53601(e)]

There has been a lot of discussion about the risky nature of certain products and derivatives
issued by U.S. Agencies. These agencies offer both traditional fixed-income securities (notes and
bonds) & well as other more complex, often-customized products (including derivatives). The
State’'s investment laws, however, place no restrictions on these types of investments other than
the prohibitions against inverse floaters, range notes, interest-only strips derived from mortgage
pools, and securities that could result in zero-interest accrua if held to maturity. Therefore, local
agencies may invest in arange of securities, including derivatives, issued by U.S. Agencies, such
as the Community Development Corporation (CDC), Federal National Mortgage Association
(Fannie Mae), Government National Mortgage Association (Ginnie Mae), Federal Home Loan
Mortgage Corporation (Freddie Mac), as well as obligations from the Student Loan Marketing
Association (Sallie Mae), Small Business Administration (SBA), Tennessee Valley Authority
(TVA), and other federal agencies or U.S. government-sponsored enterprises (GSE).

Minimum legal requirement: Obligations, certificates of participation, or other instruments
issued by afederal agency or a U.S. GSE are permissible investments, subject to the prohibition
against inverse floaters, interest-only strips derived from a pool of mortgages, and securities that
could result in zero-interest accrual.

Consensus recommendation: Local agencies should ingtitute restrictions that recognize the
different characteristics of U.S. Agency bonds. Generally, the higher rates of interest that some
of the more customized offerings provide can be overshadowed by lower levels of liquidity and
higher levels of risk. Investments in these types of products should only be entered into with a
clear awareness, by both the legidative body and treasurer, of risks involved and only if the local
agency’s staff has sufficient expertise to manage such investments.

Il. E. What are " medium-term notes?" [Sections 53601(j)]

Until recently, the Government Code simply defined medium-term notes as those instruments
meeting certain term-length and quality requirements. Amendments to Government Code
Section 53601(j) have attempted to clarify some of the ambiguity surrounding this definition. A
variety of reasons account for this past confusion. One is that the SEC treats "corporate notes'
dightly differently than "medium-term notes." Another is that brokers often refer to corporate
obligations that have an original term to maturity longer than five years as corporate rather than
medium-term notes, even though the present term to maturity for these notes may be less than
five years.

Minimum legal requirement: Government Code Section 53601(j) defines medium-term notes as
"al corporate and depository institution debt securities with a maximum remaining maturity of
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five years or less." Therefore, investments in any corporate or medium-term notes which mature
within five years from the time of purchase are legal as long as they meet the minimum quality
standards. Moreover, the Government Code specifies that local agencies may not classify
investments as medium-term notes if they satisfy the definition of other allowable investments
authorized under state law. For example, a local agency could not consider a security that
satisfies the definition of commercial paper as a medium-term note in its portfolio.

Il.F. What aretherulesregarding the use of reverse repurchase agreementsand securities
lending agreements? [Sections 53601(i)]

The intent of the investment laws in this area is to limit the opportunity for the imprudent use of
reverse repurchase agreements (reverse repos) and securities lending agreements. In 1995, the
Legidature, concerned about the use of reverse repurchase agreements for enhancing yield,
imposed a number of restrictions on local governments. In 2002, the Legidature provided
additional short-term investment options for a county or city and county government. As part of
these options, the Legislature imposed the following restrictions on reverse repos. These include:

Reverse repos cannot constitute more than 20 percent of the "market value" of an
agency’ s portfolio;®

Reverse repos are limited to 92 days unless the minimum spread between the rate on
investment and cost of funds is guaranteed in writing; and

Securities used to make reverse repos must be held for a minimum of 30 days prior to
the transaction.

Government Code Section 53601 applies the above restrictions to securities lending agreements
with the exception that a local agency portfolio may not hold more than 20 percent of its base
value in reverse repos and securities lending agreements combined. For local agencies that
purchase securities lending agreements under Government Code Section 53601.7, their portfolios
are not limited in the amount of securities lending agreements that they can hold (with the
general exception that no more that 5 percent of a portfolio may be invested in any one issuer).

Minimum legal requirement: Reverse repurchase agreements and securities lending agreements
may be used to take advantage of certain short-term opportunities to increase yield as well as to
resolve cash flow shortages, subject to the limits noted above.

Consensus recommendation: Reverse repurchase agreements should be used primarily for
resolving cash flow shortages, and should be entered into only when there is a clear awareness
by both the legidative body and treasurer of the risks involved, and when the agency’s staff has
sufficient expertise to manage such investments. The task force did not make any
recommendations regarding securities lending agreements.

3 For reverse repos purchased under Government Code Section 53601, the calculation is based upon the "base value"
of the agency’s portfolio, which is defined as the dollar amount obtained by totaling all cash balances in the
portfolio from all sources, excluding any amounts attained from reverse repos or similar borrowing methods.
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II. G.What aretherulesregarding the use of mutual funds and money market funds?
[Sections 53601(k), 53601.6(b), and 53601.7(€)(10)]

Many have questioned the requirements regarding the types of mutual funds and money market
funds that are eligible for investment. (Money market funds are also referred to as money market
mutua funds in the law.)

Minimum legal requirement: The requirements under Government Code Section 53601 for
investing in these funds are explained in Figure 3. The important distinction made between these
two types of funds is that money market funds are not subject to the specific investment
limitations of California Government Code Section 53601, while mutual funds are subject to
those restrictions and local officials must verify their compliance prior to purchasing shares.
Money market funds are governed by federal SEC regulations that specify diversification
requirements and the types of securities that they may purchase. Money market funds are only
authorized to invest in highly-rated, short-term debt instruments, but they may invest in certain
ancillary agreements related to eligible securities (e.g., repurchase agreements, securities lending
agreements, certain kinds of puts, etc.) that may carry a higher degree of risk. Because money
market funds can only invest in securities with defined maturities, they cannot invest in equities
or foreign currencies.

For local agencies investing under Government Code Section 53601.7, similar regquirements
apply with the exception that mutual funds must invest in securities and obligations describe in
53601.7.

Consensus recommendation: The investment policy should specify criteria for selection of both
mutual funds and money market funds by the investment official.
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Figure 3:
Government Code Requirementsfor Local Agency | nvestment
in Money Market and M utual Funds

Money

Conditions Allowing for Investment Market e
Funds
Funds

I. Receive the highest ranking or the highest |etter and numerical v

rating by no less than two nationally recognized rating services,
Or

Retain an investment advisor who is registered or exempt from 4 v
registration with the SEC and has at least five years experience
investing in specified securities and managing assets in excess
of $500 million.*

[1. Abide by the same investment restrictions and regulations that 4
apply to public agencies in Cdifornia [Section 53601 (aj, m-n)].

1. Follow regulations specified by the SEC under the Investment v

Company Act of 1940 (15 U.S.C. Section 80a-1, et seq.).

The requirement for mutual funds is experience investing in securities and obligations authorized in Section
53601 and 53635 of the Government Code. For money market funds, it is experience in managing the types
of investments that can be purchased by money market funds as specified in SEC Regulation 2a-7.

II. H.What aretherules affecting the use of tax and revenue anticipation notes (TRANS)?
[Sections 53821.5, 53841.5, 53852.5 and 53859.02(b)]

Government Code Section 53821.5 and those sections listed above prohibit the investment of
TRAN proceeds in securities that have terms exceeding those of the TRAN itself. In other words,
proceeds from a TRAN due June 20 may not be invested in securities that mature after June 20.
The intent of these Government Code Sections is to prevent agencies from using their TRAN
proceeds to purchase long-term securities in order to achieve higher investment yields in a
manner which could limit liquidity needed to ensure sufficient cash to repay the TRAN when
due.

Minimum legal requirement: The minimum legal requirements are clear for securities that have
an identifiable term to maturity. However, the law is ambiguous when an agency invests TRAN
proceeds in items that do not have a specific maturity date, such as investments in county pools
or other funds that may have an average maturity that is longer than the TRAN.

Consensus recommendation: TRAN proceeds can be invested in items that have no specific term
to maturity so long as the proceeds can be removed within the period of the TRAN without a
penalty. Therefore, liquid funds such as LAIF or county pools — where an agency has relatively
quick access to its deposits — are legitimate investments for TRAN proceeds, as long as
withdrawals in amounts sufficient to repay the TRAN when due are not restricted or penalized.
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[I.1. What isan appropriate safekeeping arrangement for securities?
[Sections 53601 and 53608]

Many officias have questioned whether state law prohibits the safekeeping of securities in a
separate department or subsidiary of the same company from which the securities were bought.

Minimum legal requirement: As long as the securities for safekeeping are in the name of or
under the control of the agency and kept in alegally separate trust department, they can be held
by the same firm from which they were purchased.

Consensus recommendation: Use a safekeeping service that is not related in any way to the
company who sold the securities. Agencies should strive to "perfect” the delivery of securities
purchased by avoiding situations where a relationship between the broker-dealer and safekeeping
provider exists. Even in situations when the safekeeping function is in a subsidiary or trust
department that is legally independent of its parent company, strong ties between the two may
remain. In the event that the parent company fails, local agencies may have some difficulty in
regaining possession of their securities from the subsidiary or trust department.

I1.J. Does state law specify the fiduciary relationship that local agencies should have with
outside investment management firms? [Section 53600.3]

Some officials are concerned that the State’'s investment laws may allow local officials to avoid
any fiduciary responsibility for funds being handled by outside investment management firms.
This reading of the law is not accurate. The intent of the law is for the legidative body and
treasury of an agency to bear responsibility and liability for all surplus funds.

Minimum legal requirement. A finance officer or treasurer can delegate duties to an external
money manager via a principa-agent relationship, but they cannot delegate fiduciary
responsibility.*

Consensus recommendation: Contracts with external managers should allow them to make
specific decisions within an established framework. Treasurers should closely monitor the
actions of these individuals to ensure they are consistent with the agency’ s investment policy and
philosophy, and demand that external managers provide timely reports that comply with the
requirements of state law.®

4 An official legal opinion by the Attorney General for the Sate of Californiaissued in June 1996 that discusses the
relationship between issuers and outside investment managers has been included in the Appendix.

° A good source for more information about using money managers is the Government Finance Officers Association
(GFOA) publication, An Introduction to External Money Management for Public Cash Management.
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II. K.In addition to the allowable investments specified in the Government Code, where
else may a local agency deposit money? [ Section 53635.2]

Government Code Section 53635.2 states that all local agency money may be invested in
investments set forth in 53601 or deposited for safekeeping in state or nationa banks, savings
associations, federal associations, credit unions, or federally insured industrial loan companiesin
this state. It also specifies certain requirements that such financial institutions must satisfy to
hold local agency money.

Minimum legal requirement: To be €ligible to recelve local agency money, the financia
ingtitution must receive an overall rating of not less than "satisfactory” fom the appropriate
federal supervisory agency for meeting the criteria specified in Section 2906 of Title 12 of the
U.S. Code (Community Reinvestment Act of 1977). The Community Reinvestment Act of 1977
requires financia institutions to demonstrate their commitment to meeting the credit needs of
local communities in which they are chartered to do business. For the purpose of the Act, the
appropriate federal supervisory agency includes:

= The Comptroller of the Currency with respect to national banks,

» The Board of Governors of the Federal Reserve System with respect to state chartered
banks that are members of the Federal Reserve system and bank holding companies,

» The Federal Deposit Insurance Corporation (FDIC) with respect to state chartered
banks and savings banks that are not members of the Federal Reserve system and the
deposits of which are insured by the FDIC;

= The Director of Office of Thrift Supervision with respect to savings associations (the
deposits of which are insured by the FDIC) and savings holding companies.

A loca agency would need to contact the appropriate federal supervisory agency to determine if
its financia ingtitution meets the overall rating requirement.
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CHAPTER I11. REPORTING REQUIREMENTS

Government Code Section 53646 states that all local agencies may file reports on the status of
their investment portfolios with their respective legidative body, internal auditor, and chief
executive officer.® Agencies that deposit all of their funds in the county treasury, the local
agency investment fund (LAIF) maintained by the State Treasurer's Office, FDIC insured bank
deposits, National Credit Union Shared Insurance Fund-insured accounts in a credit union,
accounts insured or guaranteed pursuant to California Financia Code Section 14858, or some
combination of the above, may substitute the most recent account statement received from those
entities in lieu of the information on these investments that is otherwise required by this section.’
If the local agency files a report, it must be submitted within 30 days after the end of the quarter
and include the following information:

1) Investment type, issuer, date of maturity, par value and dollar amount invested in all
securities, and investments and monies held by the local agency;

2) A description of the funds, investments, and programs (including lending programs)
managed by contracted parties;

3) A market value as of the date of the report and the source of the vauation;

4) A statement of compliance with the investment policy or an explanation for non
compliance; and

5) A statement of the ability or inability to meet expenditure requirements for six months, as
well as an explanation of why money will not be available if that is the case.

The legidative body of the local agency may elect to require the report monthly and may receive
additional information beyond that listed above.

Government Code Section 53646(f) also states that the treasurer or chief fiscal officer are not
required to submit a quarterly report to their legisative bodies 'for scurities, investments, or
moneys held by the school district or county office of education in individual accounts that are
less than twenty-five thousand dollars ($25,000)."

® This section also requires cities, counties, and city and county to submit their second and fourth quarter calendar
year portfolio reports to CDIAC within 60 days of the quarter’s end, with certain exceptions.

Until January 1, 2007, acity, county, and city and county which fall under Government Code Section 53646(h) and
(i) are not required to submit its second and fourth quarter reports to CDIAC. However, those local agencies "shall
file with the commission a written statement within 60 days of the end of the second and fourth quarters of the
calendar year stating the distribution and amount of its investment portfolio." The local agencies may submit a
statement certifying their investment in these specific investments exempt them from CDIAC' sfiling requirement.
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[11. A. What specific information regar ding portfolio investments needs to be included in
thereport? [Section 53646(b)(1-4)]

The reporting requirement specifies that the report shall "include the type of investment, issuer,
date of maturity, par and dollar amount invested on all securities, investments and moneys held
by the local agency, and shall additionally include a description of any of the local agency’s
funds, investments, or programs, that are under the management of contracted parties, including
lending programs.”

Confusion exists as to the meaning of the words "held by the local agency." Several standards
have been suggested to clarify this phrase, including "ownership,” "control,” "under direct
management by,” "possession,” and "accountability for the funds." Each of these suggestions
would lead to different determinations as to the specific funds required to be reported. The
apparent intent of the Legidlature in enacting this requirement was to provide for comprehensive
disclosure of local agency investments.

Consensus Recommendation: Include all of the securities, investments and monies for which the
local agency exer cises control or arein its possession. Control implies that the local agency has
some discretion to determine how the funds are invested. Possession implies that the local
agency has at least a safekeeping role. This standard ensures the broad reporting of local agency
investments contemplated by the Legidature. Thus, the report should include the following
items:

agency cash whether invested directly by the agency or by a contract investment
manager;

locally managed pension funds;

locally managed deferred compensation funds;®

bond funds, because local agencies have the right to direct their investment; and
endowments and other trust funds.

Under this standard, there are few exceptions to inclusion in the report. One exception would be
for defeased bond issues, which are typicaly held and invested by trustees under a contract that
precludes agency direction. Agency contributions to the Public Employees Retirement System
(PERS) need not be included.

With regard to local agencies that have placed all of their funds in LAIF, insured accounts, or
county investment pools, or any combination of these, the law provides that the most recent
account statement received from these institutions may be substituted for the specific investment
information generally required. The certification as to the agency’s ability to meet its expenditure

8 Most deferred compensation funds are held by third-party administrators and are invested at the direction of
program participants. HR 3448, the "Small Business Job Protection Act" (PL 104-188) passed in 1996, states that
Section 457 deferred compensation monies are no longer considered assets of the employer if the employer
establishes a trust to hold these funds. Once such a trust is established, these third-party administered deferred
compensation funds would then be excluded from the investment report. In the case of local agencies that administer
their own deferred compensation funds, however, they still would have possession of the funds and should continue
to include them in the investment report.
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requirements and the statement of portfolio compliance to investment policy must still be
provided.

The law aso requires that the report include a description of funds that are under the
management of contracted parties, including lending programs. This requirement is in addition to
the specific reporting requirement discussed above, so that local agencies must provide
information as to the type of investment, issuer, maturity, par and dollar amount invested just the
same as locally managed investments.

In addition to the information above, local agencies should generally describe the investments
covered by such contracts, the name of the investment managers, and the nature of the contracts.

[11. B. How should market value be used in a portfolio? [Section 53646(b)(1)]

1) How should the market value of the portfolio be determined? The Government Code
requires reporting the market value of the agency’s portfolio. The National Association of State
Treasurers (NAST) recommends that local entities obtain independent third party assessment of
investments and risk. The most common, and often easiest, approach is to equest pricing
information from the agency’s safekeeping service, custodial service, or trustee. Agencies may
need to contract with pricing service companies for more complex securities. These companies
specialize in giving the current market price for a broad range of securities.

An alternative way to determine the value of securities in a portfolio is to perform an in-house
analysis by collecting information from different sources such as dealer quotes, on-line computer
information, and certain publications that provide price estimates. These sources may not be as
up-to-date or accurate as a pricing service, but they offer a relatively inexpensive method to
make price estimates. Finally, to assess the worth of securities where specific prices are not
available, atreasurer can either tie the spread of a recent investment to a benchmark security that
is easy to value or use a matrix pricing formula. A matrix pricing formula displays the prices of a
variety of different securities which are then used as a basis for approximating the value of the
security in question.®

Minimum legal requirement: The agency should include the current market value as of the date
of the report and the source of the valuation.

Consensus recommendation: The local agency should ddtain an independent vauation of the
portfolio to provide the most unbiased method of reporting current market values. In situations
where an agency’ s budget does not allow independent valuations, the agency should use the best
available sources of market price information available. A system can be created to track prices
from different sources over time to evauate the sensitivity of price estimates, but there is no
standard for accuracy. Prices for securities are estimates that carry a certain degree of error
regardless of the approach used and they will fluctuate due to market conditions over time. It is
imperative that local officials pay extra attention to estimates on complex, infrequently traded, or
highly customized securities.

9 Matrix pricing formulas are commonly used for short-term securities that mature between 90 and 180 days.
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2) Can cost or par values be used in-lieu of market values? The legislation requires the
determination of market value for securities in the local agency’s portfolio. The intent of this
requirement is to facilitate the review of the performance of each individual investment and the
entire portfolio by policy makers. The focus of this review will be on the difference between
"cost" and "market value," and the causes of the differences relative to market and individua
security risk profiles. In some cases, the difference will be either negligible or nonexistent, and in
others the difference can be significant.

Consensus recommendation: Limit the use of cost or par values to Situations where market
values cannot be readily obtained or estimated, but only when the cost or par value, in the
judgment of the investment officer, represents an acceptable estimate of market value. Also,
utilize cost or par value only for narrowly-traded securities that are within six months of
maturing and when reliable market value estimates are not readily available. Indicate that a cost
or par value was used. There is a danger that cost or par vaues will dramatically under- or
overstate the value of securities, such asis the case for securities with below- market coupons that
were purchased at par.

3) Should the report include market values for individual securities? The market value of
each security in a portfolio must be computed before determining the portfolio’s overall market
value.

Minimum legal requirement: "With respect to all securities held by the local agency, and under
management of any outside party that is not also alocal agency or the State of California Local

Agency Investment Fund, the report shall aso include a current market value as of the date of the
report, and shall include the source of this same valuation."”

Consensus recommendation: The law is not clear whether "al" securities implies the market
value of the overall portfolio or end securities. A more complete approach would be to list the
individual market value for each security in the report. This approach gives a more complete
picture of the health of a portfolio and brings individual investment performance to the attention
of those responsible for oversight. An agency concerned that listing detailed information about
individual holdings may lead to second guessing and micro-management of the treasurer’s
decisions may choose to list an aggregate market value and append a footnote to the portfolio’s
overall market value stating that data on particular investments is available upon request.

[11. C. What issues should the local agency consider regarding the six-month expenditure
and sufficient cash flow statements? [Section 53646(b)(3)]

1) Does a cash flow analysis to support the expenditur e statement need to be included in the
report? A component of the report is the statement by the treasurer that the portfolio is liquid
enough to meet expected cash flow needs over the next six months. This ensures that treasurers
are prepared for upcoming obligations by requiring them to consider their projected cash flows.
Although the expenditure statement is presumably based on the staff’s knowledge of cash flow
requirements, many local agencies do not provide any information beyond a brief qualifying
statement that says "the treasurer believes the portfolio contains enough cash flow liquidity to
meet the next six months of expected expenditures.”
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Minimum legal requirement: Include a statement saying that the projected cash flow is adequate
to meet expected obligations over the next six months, or provide an explanation as to why
sufficient money shall, or may, not be available.

Consensus recommendation: The local agency should regularly prepare and update a cash flow
analysis to justify the expenditure statement in the report. This analysis may list basic projections
— based on historical data, market sensitivity or other relevant information — that support the cash
flow liquidity statement. There are no guarantees when it comes to predicting future obligations.
A sound justification for the expenditure statement gives the finance officer added protection
against decisions that originally looked good but turned out poorly because of unforeseen
circumstances. The treasurer should be prepared to discuss cash flow projections and
methodology at the request of legidlative and/or oversight bodies.

2) Must pool participants cash flow needs be considered in preparing the cash flow
statement for an investment pool? Those who manage investment pools need to pay close
attention to the needs and accuracy of the requests of participants to ensure accurate cash flow
projections. Incomplete information about a pool’s investors not only compromises the
legitimacy of the six-month cash flow statement, but also adds substantially to the liquidity risk
of the poal.

Consensus recommendation: All participant’s cash flow needs must be taken into account in
preparing the six month cash flow statement. Keep close tabs on mandatory and voluntary pool
participants cash flow needs and establish clear criteria for the deposit and withdrawal of their
funds. Obtain expected deposit/disbursement information from pool participants at the time of
major fund deposits and/or updates of cash flow projections.

[11.D. Isit valuableto determine the portfolio’s weighted average maturity (WAM)?
[Section 16481.2(b)(2)]

Weighted average maturity (WAM) measures the portfolio’s "average life" and is often used as
an indicator of interest rate risk. The Government Code only requires the State of California to
compute the WAM of all investments in its pool. Some local agencies, however, have inquired
whether they also should include this information in their report.

Minimum legal requirement: The Government Code does not specify that local agencies must
report the WAM of their portfolios.

Consensus recommendation: Consider requiring the incluson of the WAM or similar
aternatives (such as modified duration or convexity) in the report. Local agencies also should
consider whether their investment policies should provide guidance on acceptable ranges for
WAM. These figures trigger a number of valuable questions about the status of the portfolio for
both internal and external purposes including liquidity, cash flow, and yield curve position (for
example, how far out the portfolio is on the yield curve). An easy method for determining the
WAM isto divide the sum of the days to maturity multiplied by the book value for each security
by the total book value of the portfolio. Figure 4 shows an example of how this is measured:
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Figure4:
Calculation of Weighted Average Maturity

. . Daysto DaysMultiplied

Par Value Security Description Maturity Book Value by Book Value
$1,350,000 Repurchase Agreements 1 $1,350,000 1,350,000
$5,000,000 Loca Agency Inv. Fund 1 $5,000,000 5,000,000
$5,000,000 Fed Natl. Mtg. Assn. 185 $4,886,108 903,930,041
$5,000,000 Fed Home Loan Bank 550 $5,000,000 2,750,000,000
$5,000,000 U.S. Treasury Note 720 $4,985,156 3,589,312,500
$5,000,000 Fed Natl. Mtg. Assn. 822 $5,000,000 4,110,000,000
$5,000,000 Fed Farm Credit Bank 910 $4,988,941 4,539,936,255
Totd $31,210,206  15,899,528,796

WAM =[Summation (Daysto Maturity Multiplied by Book Value of Each Investment)] / Total
Book Value
=15,899,528,796 / 31,210,206

=509 Daysor 1.42 YearsWAM

[11. E. How should the investment report be submitted to the legidative body?
[Section 53646(b)]

1) What should the legidative body do with the report? The Government Code statesthat the
"treasurer or chief fiscal officer may render a quarterly report to the chief executive officer,
internal auditor, and the legidative body" within 30 days of the quarter’s end. Questions have
arisen as to whether the legidlative body needs to discuss and approve the report during aregular
meeting, have it placed on the consent calendar, or only receive a copy.

Minimum legal requirement: Government Code only states that the report may be rendered to the
legidative body. It does not require the legidlative body to take action on this report.

Consensus recommendation: If presented to the legidative body of the local agency, it should
discuss the report as necessary, and take action on the report in public session. The report could
be listed as a consent calendar item or as a non-consent calendar item, depending on the
preferences of the legidative body. Possible actions of the governing body on the report could
include: receiving and filing the report, approving or disapproving the report, with or without
amendments; and/or asking staff for further information/clarification. In addition, if presented to
investment advisory bodies, they should discuss the reports at their own meetings.

2) How should agencies address difficulties in meeting the 30-day requirement? It can be
difficult for an agency to collect all the appropriate information for the report, have an oversight
committee (if a jurisdiction has one) review and/or approve it, and present it to the legidative
body within 30 days of the quarter’s end. Various factors such as the length and diversity of the
portfolio, size of staff, and computer software can influence the amount of time it takes to
compile areport.
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Minimum legal requirement: The law requires that if the quarterly investment report is submitted
to the legidative body, it may be rendered within 30 days of the end of the quarter.

Consensus recommendation: A report, as complete as possible, should be submitted within the
allotted 30 days. If current values for certain investments are not available within the time frame
to complete the report in atimely fashion, submit the report on time and indicate in the report the
most recent valuation and its date and then submit updated values to the legidative body at the
soonest date possible thereafter. 1t should be available for individual legidative body members to
review within 30 days of quarter end. This may include providing a copy to each member,
including it in agenda materials for a public meeting, or actually presenting the report at a public
meeting of the legidative body.
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CHAPTER IV. TREASURY OVERSIGHT COMMITTEES

The Government Code states that the board of supervisors in any county that invests surplus
money may establish a treasury oversight committee. The function of the treasury oversight
committee is to monitor and review the county investment policy by conducting or causing an
annual audit and discussing their findings at a public meeting. If established, the committee must
consist of three to eleven members appointed from the following categories:

1.

2.

3.

7.

County treasurer.
County auditor, controller, or finance director as the case may be.
A representative appointed by the board of supervisors.

A representative selected by a majority of the school districts and community college
districts.

County superintendent of schools or hig’her designee.

A representative of special districts that are required or authorized to deposit funds in the
county treasury.

Up to five other members of the public.

A magority of the public members of the committee shall have expertise in, or an academic
background in, public finance. The other public members shall be economically diverse and
bipartisan in political registration. Committee members cannot:

a

Be employed by an entity that has contributed to the campaign of a candidate for the office
of local treasurer;

Be employed by an entity which contributed to the campaign of a candidate to be a
member of a legidative body of any local agency that has deposited funds in the county
treasury in the previous three years;

Directly or indirectly raise funds for a candidate for local treasurer or a member of the
governing board of any local agency that has deposited funds in the county treasury; and

Secure employment with bond underwriters, bond counsel, security brokerages or dealers,
or with financial services firms with whom the treasurer is doing business during the
period that the person is a member of the committee or for one year after leaving the
committee.
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IV.A. What optionsare available for structuring the county treasury oversight
committee? [Sections 27131 and 27132.1 through 27132.4]

The rationale behind the creation of an oversight committee is to give local agencies and private
sector citizens a say in the policies governing the investment pool. Because of restrictions on
membership, however, counties often find it difficult to attract private sector citizens to serve.
For example, the law prevents members from securing employment with bond underwriters,
bond munsel, security brokerages or dealers, or with financial services firms with whom the
treasurer is doing business during service on the committee or within one year after leaving the
committee. Presumably this would allow those currently employed in the private sector to remain
so, but would prevent any other committee member from securing employment in these fields.
Read literally, this prevents committee members currently employed in these private sector fields
from changing jobs for one year after leaving the committee.

Another restriction prohibits any committee member from making individual political
contributions to, or being employed by an entity that makes political contributions to, or from
doing any fund raising on behalf of, any candidate for office of the governing board of any
agency that deposits funds in the county treasury in the previous three years. The legidation
specifies that members of the committee can include six local elected officials. Many elected
officials are politically active and participate financially in the campaigns of other local
candidates and a literal reading could deny them the opportunity for committee membership.

Figure5:
Approachesto Establishing the County
Treasury Oversight Committee

Various Options Available to L ocal Gover nments

1. A committee of both public and private sector members.

2. A committee of public sector officials that has an advisory
board made-up of private sector professionals and citizens.

3. A committee that only consists of individuals who work for
agencies that have funds invested in pool.

Consensus recommendation: Counties should decide for themselves if they want private sector
individuals to serve on the county treasury oversight committee. If they do, then the county must
either attract citizens who are willing to avoid seeking employment in the public finance industry
or, if they are currently employed in that capacity, not to change jobs for one year after leaving
the committee (see Figure 5, approach #1 above). A county can also solicit input from those who
work in the private sector of public finance by establishing an advisory board to the county
treasury oversight committee that has restrictions that are less stringent than those of the county
oversight committee (see Figure 5, approach #2 above). If a county does not believe private
sector input is important, they can limit membership on the oversight committee to those who
work in the public sector (see Figure 5, approach #3 above).
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V. B. Doestheappointment of the treasurer to the county treasury oversight committee
create a conflict of interest? [Sections 27131 and 27132]

Government Code Sections 27131 and 27132 do not specify whether or not the county treasurer
should be a member of the oversight committee. Section 27132 specifically lists the county
treasurer as a potential member of the county treasury oversight committee. Since the
committee's central task is to oversee the treasurer’s policies, some believe that allowing the
treasurer to sit on the oversight committee represents a conflict of interest. Others claim that a
treasurer who donates money to higher own campaign cannot be on the county treasury
oversight committee because the law forbids membership to those who contribute to the
campaign of someone running for treasurer while serving on the committee. In addition, any
person, including any elected official, who serves on the county treasury oversight committee
would be prohibited from seeking employment with the financial services industry for one year
after leaving the committee.

Consensus Recommendation: The question of whether or not a county treasurer should sit on the
treasury oversight committee must be made by the county board of supervisors and the treasurer.
Their answer should consider the advantages and disadvantages of having someone with the
treasurer’s influence and expertise sit on the committee and the future employment implications
to the treasurer. It should not in any way hinge on whether or not a treasurer donated money to
his’her own campaign.

Contributing money to one's own campaign, or contributions from one elected official to another
elected official, does not represent a legitimate conflict of interest in the context of the treasury
oversight committee.

IV.C. What istherole of the county treasury over sight committee?
[Sections 27134 and 27137]

Government Code Sections 27134 and 27137 limit the oversight committee's functions to
monitoring and reviewing the county treasury’s compliance with the investment policy and
reporting provisions of the law through an annual audit. These provisions address concerns that
individuals serving on the treasury oversight committees may try to micro- manage decisions that
should be left to the treasurer. Considerations by the committee regarding the risk and structure
of a portfolio are permitted in the law; however, any attempts to direct individual investment
decisions, select individua investment advisors, brokers, or dealers, or impinge on the day-to-
day operations of the county treasurer are forbidden.

Consensus recommendation: Clearly stipulate the responsibilities of the treasury oversight
committee and keep them focused on policy issues.
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IV.D. Should other local agencies havetreasury over sight committees?

It is not uncommon to find treasury oversight committees in cities and other local agencies even
though the law does not require them to have such a committee. An important issue in the
decision to establish a committee is the level of discretion accorded the agency treasurer in
making investment decisions. The more discretion, the greater the need for oversight procedures.
However, even in situations where an agency has a great deal of discretion, some believe an
oversight committee merely duplicates work that can be better performed by the governing board
and/or auditors. Others support the view that an oversight committee provides valuable
information to the investment staff and involves members of the community in an important
government function. If other local agencies decide that they want to engage an oversight
committee, its role with respect to reviewing investment policies and quarterly investment
reports should be clearly specified.

Minimum legal requirement: Only counties are required to have oversight committees.

Consensus recommendation: Each non-county local agency should consider for itself if an
oversight committee is appropriate based on its current oversight procedures, complexity of its
portfolio, frequency with which it purchases securities, and skill level of its staff. The limitations
and restrictions associated with county treasury oversight committee members do not apply to
committees formed by other local government entities.
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GLOSSARY

Arbitrage — Transactions by which securities are bought and sold in different markets at the
same time for the sake of the profit arising from ayield difference in the two markets.

Bankers Acceptance — A draft or bill or exchange accepted by a bank or trust company. The
accepting institution, as well as the issuer, guarantees payment of the hill.

Bond Proceeds— The money paid to the issuer by the purchaser or underwriter of a new issue of
municipal securities. These moneys are used to finance the project or purpose for which the
securities were issued and to pay certain costs of issuance as may be provided in the bond
contract.

Broker — A person or firm that acts as an intermediary by purchasing and selling securities for
others rather than for its own account.

Collateralization — Process by which a borrower pledges securities, property, or other deposits
for the purpose of securing the repayment of aloan and/or security.

Commercial Paper — An unsecured short-term promissory note issued by corporations, with
maturities ranging from 2 to 270 days.

County Pooled Investment Funds — The aggregate of all funds from public agencies placed in
the custody of the county treasurer or chief finance officer for investment and reinvestment.

Coupon — The annual rate of interest that a bond’s issuer promises to pay the bondholder on the
bond’ s face value; a certificate attached to a bond evidencing interest due on a payment date.

Custodian — A bank or other financia institution that keeps custody of stock certificates and
other assets.

Dealer — Someone who acts as a principa in all transactions, including underwriting, buying,
and selling securities, including from his/her own account.

Defeased Bond Issues — Issues that have sufficient money to retire outstanding debt when due
so that the agercy is released from the contracts and covenants in the bond document.

Derivative — Securities that are based on, or derived from, some underlying asset, reference date,
or index.

Government Accounting Standards Board (GASB) — A standard- setting body, associated with
the Financial Accounting Foundation, which prescribes standard accounting practices for
governmental units.

Guaranteed Investment Contracts (GICs) — An agreement acknowledging receipt of funds for
deposit, specifying terms for withdrawal, and guaranteeing a rate of interest to be paid.
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Liquidity — An asset that can easily and rapidly be converted into cash without significant loss
of value.

Local Agency Investment Fund — A voluntary investment fund open to government entities and
certain non-profit organizations in California that is managed by the State Treasurer’s Office.

Local Government Investment Pool (LGIP) — Investment pools that range from the State
Treasurer's Office Local Agency Investment Fund (LAIF) to county pools, to Joint Powers
Authorities (JPAS). These funds are not subject to the same SEC rules applicable to money
market mutual funds.

Market Value — The price at which a security is trading and presumably could be purchased or
sold at a particular point in time.

Maturity — The date on which the principal or stated value of an investment becomes due and
payable.

Medium-Term Note — Corporate or depository institution debt securities meeting certain
minimum quality standards (as specified in the California Government Code) with a remaining
maturity of five years or less.

Mutual Funds — An investment company that pools money and can invest in a variety of
securities, including fixed-income securities and money market instruments.

Note — A written promise to pay a specified amount to a certain entity on demand or on a
specified date.

Par Value — The amount of principal that must be paid at maturity. Also referred to as the face
amount of a bond, normally quoted in $1,000 increments per bond.

Principal — The face value or par value of a debt instrument, or the amount of capital invested in
agiven security.

Prospectus — A legal document that must be provided to any prospective purchaser of a new
securities offering registered with the SEC that typically includes information on the issuer, the
issuer’s business, the proposed use of proceeds, the experience of the issuer’s management, and
certain certified financial statements (also known as an "official statement™).

Portfolio — Combined holding of more than one stock, bond, commodity, real estate investment,
cash equivalent, or other asset. The purpose of a portfolio is to reduce risk by diversification.

Prudent Investor Standard — A standard of conduct where a person acts with care, skill,
prudence, and diligence when investing, reinvesting, purchasing, acquiring, exchanging, selling,
and managing funds. The test of whether the standard is being met is if a prudent person acting
in such a situation would engage in similar conduct to ensure that investments safeguard
principal and maintain liquidity.
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Repurchase Agreements — An agreement of one party (for example, a financia institution) to
sall securities to a second party (such as a local agency) and simultaneous agreement by the first
party to repurchase the securities at a specified price from the second party on demand or at a
specified date.

Reverse Repurchase Agreements — An agreement of one party (for example, a financial
ingtitution) to purchase securities at a specified price from a second party (such as a public
agency) and a simultaneous agreement by the first party to resell the securities at a specified
price to the second party on demand or at a specified date.

Rule G-37 of the Municipal Securities Rulemaking Board — Federal regulations to sever any
connection between the making of political contributions and the awarding of municipal
securities business.

Safekeeping Service — Offers storage and protection of assets provided by an institution serving
as an agent.

Securities and Exchange Commission (SEC) — The federal agency responsible for supervising
and regulating the securities industry.

Securities Lending Agreement — An agreement of one party (for example, a local agency) to
borrow securities at a specified price from a second party (for example, another local agency)
with a ssimultaneous agreement by the first party to return the security at a specified price to the
second party on demand or at a specified date. These agreements generally are collateralized and
involve a third-party custodian to hold the securities and collateral. Economically similar to
reverse repurchase agreement.

Tax and Revenue Anticipation Notes (TRANS) — Notes issued in anticipation of receiving tax
proceeds or other revenues at a future date.

Trustee, trust company or trust department of a bank — A financial ingtitution with powers to
act in afiduciary capacity for the benefit of the bondholders in enforcing the terms of the bond
contract.

Underwriter — A dealer that purchases a new issue of municipal securities for resale.

U.S. Treasury Obligations — Debt obligations of the U.S. Government sold by the Treasury
Department in the forms of bills, notes, and bonds. Bills are short-term obligations that mature in
one year or less and are sold at a discount. Notes are obligations that matur e between one year
and ten years. Bonds are long-term obligations that generally mature in ten years or more.

Weighted Average Maturity (WAM) — The average maturity of all the securities that comprise
aportfolio, typically expressed in days or years.

Yield — The current rate of return on an investment security generally expressed as a percentage
of the securities current price.
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Yield Curve — A graphic representation that shows the relationship at a given point in time
between yields and maturity for bonds that are identical in every way except maturity.
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APPENDIX A

MODEL INVESTMENT POLICY
THE ASSOCIATION OF PUBLIC TREASURERS OF
THE UNITED STATESAND CANADA

A-1



APT US&C
| nvestment Policy Certification Program

The Association of Public Treasurers of the United States & Canada
Revised 1/05 — Replaces dl previous editions.



Dear Applicant:

Thank you for your interest in APT US&C’s Investment Policy Certification Program.

The Investment Policy Certification Program provides professional guidance and assistance in
developing or improving existing investment policies in the public sector. Entities may request
the Investment Policy Certification Committee to review their policy to determine if they have
met the standards set forth by the Association. Those jurisdictions that comply with APT
US& C's criteria are presented with the Association’s Written Investment Policy Certification.

Enclosed please find the necessary documents to apply for APT US&C’'s Written Investment
Policy Certification — Application Form and APT US&C Mode Investment Policy. The
application form along with specified documentation must be completed and forwarded directly
to APT US&C. The information solicited will assist the assigned reviewers in analyzing your
investment policy.

Program Procedures

1. Submit five copies of the application form and appropriate documentation to APT US&C. The
program fee is $175 for APT US& C members ($275 for nornrmembers). If the first submission is
unsuccessful, the application fee will be waived for a second submission. Resubmissions must be
made by June 1st of the following year.

2. The submitted investment policy documentation will be forwarded to three reviewers who will
evaluate the investment policy and make a recommendation as to certification. Two out of three
members must vote in favor of awarding certification in order for the entity to receive APT
US&C's Written Investment Policy Certification. To assist the reviewers, please enclose five
copies of your investment policy, including your glossary.

3. Approximately six weeks after receipt of submission notification of certification will be
mailed to the individua identified on the application form (Item 15) as well as the treasurer
requesting the review. Comments from the reviewers will be forwarded to both successful and
unsuccessful applicants.

4. Investment Policy review and certification occur continualy throughout the year. However,
investment policies must be submitted by June 1st in order for successful applicants and entities
to receive recognition and a plague at APT US& C’s annual conference in August.

Should you have any questions about the application or the model investment policy, please
contact Ernie O’'Déll, Investment Policy Certification Chair at (310) 372-1171 x2752. We
appreciate your comments or suggestions relating to this certification program.

Kelley Noone
Executive Director

The Association of Public Treasurers of the United States & Canada
Revised 1/05 — Replacesdl previous editions.



Application Form for a
Written Investment Policy Certification

Please return this application form along with the program fee of $175 ($275 for non- members)
to APT US&C, Investment Policy Certification Program, 962 Wayne Avenue, Suite 910, Silver
Spring, MD 20910. Enclose five copies of the application form and five copies of your
investment policy.

1.

10.

Name of government: (as it will appear on your plague)

Mailing Address:

Population of government/size of district/retirement system:

Size of total investment portfolio:

Indicate below the composition of the current portfolio:

Treasuries  $ CD's %

Agencies $ BA's $

Govt. Pool  $ Repos $

Mutual Funds $ Other $

What is the average maturity of your investment portfolio? days
Are you amember of APT US&C? yes no

Has your investment policy been adopted by the appropriate legidlative body?
yes no
(Not required prior to submission)

Does your state/province or jurisdiction specifically mandate the adoption of an investment?

policy?
State/Province yes no
Jurisdiction  yes no

Does your state/province specifically outline types of authorized investments?

yes no

(If yes, attach five copies of the legislation or a typed summary of types of authorized
investments).

Does your entity have a separate investment procedure manua? yes no
(It isnot required that you send your procedure manual.)

The Association of Public Treasurers of the United States & Canada
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11. List investment staff by title and telephone number:

12. If the policy permits investment in repurchase agreements, does your entity have a signed
Master Repurchase Agreement? yes no n/a
If "Yes' — A Master Repurchase Agreement is required for certification.

13. Do you employ an active or passive approach to investing?

Active Passive
14. Treasurer requesting review:
Name:
Title:
Address:

Phone number:

15. In addition to the Treasurer requesting review (item 14), who should the formal announcement of
the awarding of the Written Investment Policy Certification be addressed to?
Name:
Title:
Address:

16. Have you enclosed five copies of the following documents?
» Application Form
* Investment Policy
* Glossary
« State/Province Statutes Listing Authorized Investments

17. Date submitted

The APT US&C Modd Investment Policy is intended to provide guidance in the formulation of a
Structure to govern the investment of public funds. It must be implemented in conjunction with a
careful reading of and strict adherence to applicable statutes, judicial decisions and legal opinions. It
is not a guarantee against loss due to economic and market conditions or human behavior. APT
US& C strongly recommends updating your policy at least every five (5) years.

APT use only:

Date Received Reviewers
Check#

Amount

Date Sent for Review Result/Date

The Association of Public Treasurers of the United States & Canada
Revised 1/05 — Replacesdl previous editions.



ASSOCIATION OF PUBLIC TREASURERS
OF THE UNITED STATESAND CANADA

Model Investment Policy
For permission to reprint the Model Investment Policy, call the APT US& C at (301) 495-5560.
1.0 Palicy: (maximum points. 4)
SAMPLE LANGUAGE:

It is the policy of the (entity) to invest public funds in a manner which will provide the highest
investment return with the maximum security while meeting the daily cash flow demands of the
entity and conforming to all state/province and local statutes governing the investment of public
funds.

2.0 Scope: (maximum points: 7)

Rationale:
*An investment policy should explain its scope Does the policy apply to all funds held in the
custody of the government jurisdiction and all of its offices?

SAMPLE LANGUAGE:

This investment policy applies to all financial assets of the (entity). These funds are accounted
for in the (entity’s) Comprehensive Annua Financial Report and include:

2.1 Funds: (Specifically designate. Following is a sample list.)

2.1.1 Genera Fund

2.1.2 Specia Revenue Funds

2.1.3 Capital Project Funds

2.1.4 Enterprise Funds

2.1.5 Trust and Agency Funds

2.1.6 Retirement/Pension Funds

2.1.7 (Any new fund created by the legidlative body, unless specifically exempted.)

3.0 Prudence: (maximum points. 4)

Rationale:

*To burden a conscientious professional with personal responsibility for a default on a single
item within a diversified portfolio seems unduly severe. (Accordingly, public entities with
portfolios of sufficient size are urged to apply the prudence concept to the overall portfolio.)
Following is the prudent person standard:

The Association of Public Treasurers of the United States & Canada
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SAMPLE LANGUAGE:

Investments shall be made with judgment and care — under circumstances then prevailing —
which persons of prudence, discretion and intelligence exercise in the management of their own
affairs, not for speculation, but for investment, considering the probable safety of their capital as
well as the probable income to be derived.

3.1 The standard of prudence to be used by investment officials shall be the "prudent person”
and/or "prudent investor" standard and shall be applied in the context of managing an overal
portfolio. Investment officers acting in accordance with written procedures and the investment
policy and exercising due diligence shall be relieved of personal responsibility for an individual
security’ s credit risk or market price changes, provided deviations from expectations are reported
in atimely fashion and appropriate action is taken to control adverse devel opments.

4.0 Objective: (maximum points: 10)

Rationale:

*Every investment policy $would contain a concise and clear statement(s) of objectives. The
effectiveness of the investment program is set by the caliber of the staff, the procedures used, the
working environment and the policy guidance provided by governing officials. Through its
statement of objectives, the governing body sets the tone and direction of the policy and
investment program.

SAMPLE LANGUAGE:
The primary objectives, in priority order, of the entity’s) investment activities shall be:

4.1 Safety: Safety of principal is the foremost objective of the investment program. Investments
of the (entity) shall be undertaken in a manner that seeks to ensure the preservation of capital in
the overal portfolio. To attain this objective, the (entity) will diversify its investments by
investing funds among a variety of securities offering independent returns and financia
institutions.

4.2 Liquidity: The (entity’s) investment portfolio will remain sufficiently liquid to enable the
(entity) to meet all operating requirements which might be reasonably anticipated.

4.3 Return on Investments: The (entity’s) investment portfolio shall be designed with the
objective of attaining a benchmark rate of return throughout budgetary and economic cycles,
commensurate with the (entity’s) investment risk constraints and the cash flow characteristics of
the portfolio.

The Association of Public Treasurers of the United States & Canada
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5.0 Delegation of Authority:
Delegation of Authority: (maximum points: 4)

Rationale:

* After the investment objectives have been identified, the next logical element of an investment
policy is an explicit delegation of authority to investment officials responsible for conducting
transactions and managing the entity’ s investment program.

SAMPLE LANGUAGE:

Authority to manage the (entity’s) investment program is derived from the following: (e.g.,
trading resolutions, code citations, ordinances, statutes, etc.). Management responsibility for the
investment program is hereby delegated to the (designated official) who shall be responsible for
all transactions undertaken and shall establish a system of controls to regulate the activities of
subordinate officias, and their procedures in the absence of the (Designated Official).

5.1 Investment Procedures: (maximum points: 4)

The (designated official) shall establish written investment policy procedures for the operation of
the investment program consistent with this policy. The procedures should include reference to:
safekeeping, PSA repurchase agreements, wire transfer agreements, banking service contracts
and collateral/depository agreements. Such procedures shall include explicit delegation of
authority to persons responsible for investment transactions. No person may engage in an
investment transaction except as provided under the terms of this policy and the procedures
established by the (designated official). See appendix to APT US& C’'s Model Investment Policy
entitled APT US&C's Guidelines for an Investment Procedures Manual.

6.0 Ethics and Conflicts of I nterest: (maximum points. 4)

Rationale:

*Some governments have adopted conflict-of interest legislation that regulates the activities of
certain officers and employees. In the investment area, general code provisions, so separate
policies may be redundant, may govern certain conflicts. Some jurisdictions, however, may seek
to adopt policies regarding ethical behavior and conflicts of interest.

SAMPLE LANGUAGE:

Officers and employees involved in the investment process shall refrain from personal business
activity that could conflict with proper execution of the investment program, or which could
impair their ability to make impartial investment decisions. Employees and investment officials
shall disclose to the (Chief Executive Officer) any material financia interests in financid
ingtitutions that conduct business within their jurisdiction, and they shall further disclose any
large personal financial/investment positions that could be related to the performance of the
(entity).
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7.0 Authorized Financial Dealers and I nstitutions: (maximum points. 7)

Rationale:

*The investment policy should require that a set formal process be used to select depositories
and brokers/dealers in money market instruments. Because the policy is intended to endure, it
should not mention specific firms or depositories. Rather it should provide for a process that will
screen out ingtitutions that lack economic viability or whose past practices suggest that the safety
of public capital would be impaired if transactions were directed to or through such firms.

SAMPLE LANGUAGE:

The Treasurer will maintain a list of financia institutions authorized to provide investment
services. In addition, a list will also be maintained for approved or security broker/dealers
selected by credit worthiness that are authorized to provide investment services in the
State/Province of ( ). These may include "primary" dealers or
regional dealers that qualify under Securities & Exchange Commission Rule 15C3-1 (uniform
net capital rule). No public deposit shall be made except in a qualified public depository as
established by state/province laws. All financial ingtitutions and broker/dealers who desire to
become qualified bidders for investment transactions must supply the treasurer with the
following: (e.g. audited financial statements, proof of National Association of Security Dealers
certification, trading resolution, proof of state/province registration, completed broker/dealer
guestionnaire, certification of having read entity’ s investment policy and depository contracts.)

An annual review of the financial ondition and registrations of qualified bidders will be
conducted by the Treasurer. A current audited financial statement is required to be on file for
each financia institution and broker/dealer in which the (entity) invests.

8.0 Authorized & Suitable Investments: (maximum points: 10)

Rationale:

*The selection of investment instruments to be allowed for investment purposes is a significant
policy issue for many governments. Although day-to-day selection of specific instruments should
be treated as a management function, the policy should define the general universe.

From the governing body perspective, special care must be taken to ensure that the list of
instruments includes only those allowed by law and those that local investment managers are
trained and competent to handle.

SAMPLE LANGUAGE:

The (entity) is empowered by statute to invest in the following types of securities. (List types of
investments authorized by state/province law, ordinance, or charter. Consider appending copies
of these specific requirements to the investment policy.) (In selecting authorized investments,
consideration should be given to credit ratings on commercial paper, bankers acceptance, and
collateralization of applicable instruments)
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8.1 Master Repurchase Agreement : (maximum points. 10)

If repurchase agreements are legal and authorized by policy, a Master Repurchase Agreement
must be signed with the bank or dedler. (e.g., a PSA Master Repurchase Agreement or
equivalent)

9.0 Investment Pools/Mutual Funds: (maximum points: 7)

Rationale:

Governmental sponsored pools and money market mutual funds are excellent short-term cash
management facilities. These pools/funds can provide safety, liquidity and yield in a single
investment instrument. However, there is a due diligence standard, which applies to the use of
pools/funds, as there is no safety net.

If governmental sponsored pools and/or mutual funds are included in Authorized Investments, a
section on investigation and due diligence must be included.

SAMPLE LANGUAGE:

A thorough investigation of the pool/fund is required prior to investing, and on a continual basis.
There shall be a questionnaire developed which will answer the following general questions:

— A description of eligible investment securities, and a written statement of investment policy
and objectives.

— A description of interest calculations and how it is distributed, and how gains and losses are
treated.

— A description of how the securities are safeguarded (including the settlement processes), and
how often the securities are priced and the program audited.

— A description of who may invest in the program, how often, what size deposit and withdrawal
are allowed.

— A schedule for receiving statements and portfolio listings.

— Arereserves, retained earnings, etc. utilized by the pool/fund?

— A fee schedule, and when and how is it assessed.

— Isthe pool/fund eligible for bond proceeds and/or will it accept such proceeds?

NOTE: The topics listed above are not all encompassing, but only a sampling of what might
be covered in a questionnaire. APT US& C will be developing a questionnaire in the near future
for use when pools/funds are part of the list of Authorized Investments.

10.0 Collater alization: (maximum points: 7)

Rationale:

*Several states require collateralization of all public funds. In these states a collateralization
section must be included for any certificates of deposit. In addition, collateralization must be
required on any repurchase agreement or reverse repurchase agreement. For these items, the
policy should address such points as market valuation responsibility and timing, specific
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collateral provisions such as type and maturity, safekeeping by a third party, and evidence of
ownership.

SAMPLE LANGUAGE:

Collateralization will be required on two types of investments. certificates of deposit and
repurchase (and reverse) agreements. In order to anticipate market changes and provide a level of
security for al funds, the collateralization level will be (102%) of market value of principal and
accrued interest.

The entity chooses to limit collateral to the following: — — (list) — — Collateral will always be
held by an independent third party with whom the entity has a current custodial agreement. A
clearly marked evidence of ownership (safekeeping receipt) must be supplied to the entity and
retained. The right of collateral substitution is granted.

11.0 Safekeeping and Custody : (maximum points: 10)

Rationale:

*Like private investors, governing officials feel more secure about their entity’s investments if
they know that the securities are physically safe. Investment policies should include a clause
regarding third-party safekeeping and custody of securities and collateral.

SAMPLE LANGUAGE:

All security transactions, including collateral for repurchase agreements, entered into by the
(entity) shall be conducted on a delivery-versus-payment (DVP) basis. Securities will be held by
athird party custodian designated by the Treasurer and evidenced by saf ekeeping receipts.

12.0 Diver sification: (maximum points; 7)

Rationale:

*..governments should state the purpose of diversification — to reduce overall portfolio risks
while attaining benchmark average rate of return. Diversification should be conceptualized in
terms of maturity as well as instrument type and issuer. thus, the diversification concept in a
cash management fund should include prohibition against over concentration in a specific
maturity sector, aswell as constraining the reliance on specific risky instruments and issuers.

SAMPLE LANGUAGE:

The (entity) will diversify its investments by security type and institution. With the exception of
U.S. Treasury securities and authorized pools, no more than 50% of the (entity’s) total
investment portfolio will be invested in a single security type or with a single financia
institution.
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13.0 Maximum M aturities: (maximum points. 7)

Rationale

*To protect public funds from market price losses resulting from rising interest rates, some
states and many local governments limit the maximum term to maturity on current operating
funds investments, some limit the maximum term to maturity to current operating funds
investments. Some limit the maximum maturity on cash management funds to 12 months. Others
find this unduly restrictive and employ a two-year rule. The latter seems reasonable, provided
that only a portion of the assets is invested beyond one year.

SAMPLE LANGUAGE:

To the extent possible, the (entity) will attempt to match its investments with anticipated cash
flow requirements. Unless matched to a specific cash flow, the (entity) will not directly invest in
securities maturing more than ( ) years from the date of purchase. However, the (entity)
may collateralize its repurchase agreements using longer-dated investments not to exceed
( ) years to maturity. Reserve funds may be invested in securities exceeding ( ) years
if the maturity of such investments is made to coincide as nearly as practicable with the expected
use of the funds.

14.0 Internal Control: (maximum points. 4)

Rationale:

*The development of internal controls remains a management function. A statement of
investment policy therefore should avoid specific internal control measures. Instead, policy
makers should require that a system of internal controls be established. The policy can also
provide for periodic reviews and monitoring of the controls. The review of internal controls
might be assigned to a committee or to the independent auditor.

SAMPLE LANGUAGE:

The Treasurer shall establish an annual process of independent review by an externa auditor.
This review will provide internal control by assuring compliance with policies and procedures.

15.0 Perfor mance Standar ds: (maximum points: 4)

Rationale:

*Much of the investment policy focus is directed toward control. Yield objectives are just as
important, however. The long-run interests of the jurisdiction go beyond simple prudence and
safety of funds. The investment policy should provide a formal evaluation of performance and
occasional operational audits.

SAMPLE LANGUAGE:

The investment portfolio shall be designed with the objective of obtaining a rate of return
throughout budgetary and economic cycles, commensurate with the investment risk constraints
and the cash flow needs.
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15.1 Market Yield (Benchmark): The entity’s investment strategy is (passive or active). Given
this strategy, the basis used by the Treasurer to determine whether market yields is being
achieved shall be to identify a comparable benchmark to your portfolio investment duration, e.g.,
90-day US Treasury Bill, 6-month US Treasury Bill, Average Fed Funds Rate.

16.0 Reporting: (maximum points: 10)

Rationale: Periodic required investment reports to policymakers and elected officials provide
necessary written communication regarding investment performance, risk analysis, adherence to
policy provisions, as well as other information.

SAMPLE LANGUAGE:

The Treasurer shall provide (the legislative authority) quarterly investment reports which
provide a clear picture of the status of the current investment portfolio. The management report
should include comments on the fixed income markets and economic conditions, discussions
regarding restrictions on percentage of investment by categories, possible changes in the
portfolio structure going forward and thoughts on investment strategies. Schedules in the
quarterly report should include the following:

1. A ligting of individual securities held at the end of the reporting period by authorized
investment category.

2. Average life and final maturity of al investments listed.

3. Coupon, discount or earnings rate.

4. Par value, Amortized Book Vaue and Market Value.

5. Percentage of the Portfolio represented by each investmert category.

NOTE: Depending on the degree of comprehension of those receiving the reports and their
desire, or lack thereof, for detail, you may choose to provide the information in executive
summary format.

17.0 Investment Policy Adoption: (maximum points. 4)
The (entity’s) investment policy shall be adopted by resolution of the (entity’s) legidative

authority. The policy shal be reviewed annualy by the (legislative authority) and any
modifications made thereto must be approved by the (legislative authority).

18.0 Glossary: (maximum points: 4)

*Because this policy is to be available to the public as well as the governing body, it is important
that a glossary of related terminology be part of the policy.

*Rationale: Adapted from Investing Public
Funds, Girard Miller, 1986
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GLOSSARY

(Note: Entities are encouraged to include a glossary as part of the investment policy. All words
of a technical nature should be included. Following is an example of common treasury
terminology.)

AGENCIES: Federal agency securities and/or Government-sponsored enterprises.
ASKED: Theprice at which securities are offered.

BANKERS ACCEPTANCE (BA): A draft or bill or exchange accepted by a bank or trust
company. The accepting institution guarantees payment of the bill, as well as the issuer.

BENCHMARK: A comparative base for measuring the performance or risk tolerance of the
investment portfolio. A benchmark should represent a close correlation to the level of risk and
the average duration of the portfolio’s investments.

BID: The price offered by a buyer of securities. (When you are selling securities, you ask for a
bid.) See Offer.

BROKER: A broker brings buyers and sellers together for a commission.

CERTIFICATE OF DEPOSIT (CD): A time deposit with a specific maturity evidenced by a
Certificate. Large-denomination CD’s are typically negotiable.

COLLATERAL: Securities, evidence of deposit or other property, which a borrower pledges to
secure repayment of a loan. Also refers to securities pledged by a bank to secure deposits of
public monies.

COMPREHENSIVE ANNUAL FINANCIAL REPORT (CAFR): The official annual report
for the . It includes five combined statements for each individual fund
and account group prepared in conformity with GAAP. It also includes supporting schedules
necessary to demonstrate compliance with finance-related legal and contractual provisions,
extensive introductory material, and a detailed Statistical Section.

COUPON: (a) The annual rate of interest that a bond’ s issuer promises to pay the bondholder on
the bond's face value. (b) A certificate attached to a bond evidencing interest due on a payment
date. DEALER: A dedler, as opposed to a broker, acts as a principal in al transactions, buying
and selling for his own account.

DEBENTURE: A bond secured only by the general credit of the issuer.

DELIVERY VERSUS PAYMENT: There are two methods of delivery of securities. delivery
versus payment and delivery versus receipt. Delivery versus payment is delivery of securities
with an exchange of money for the securities. Delivery versus receipt is delivery of securities
with an exchange of a signed receipt for the securities.
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DERIVATIVES: (1) Financia instruments whose return profile is linked to, or derived from,
the movement of one or more underlying index or security, and may include a leveraging factor,
or (2) financial contracts based upon notional amounts whose value is derived from an
underlying index or security (interest rates, foreign exchange rates, equities or commodities).

DISCOUNT: The difference between the cost price of a security and its maturity when quoted at
lower than face value. A security selling below original offering price shortly after sale also is
considered to be at a discount.

DISCOUNT SECURITIES: Nortinterest bearing money market instruments that are issued a
discount and redeemed at maturity for full face value, e.g., U.S. Treasury Bills.

DIVERSIFICATION: Dividing investment funds among a variety of securities offering
independent returns.

FEDERAL CREDIT AGENCIES: Agencies of the Federal government set up to supply credit
to various classes of ingtitutions and individuals, e.g., S&L’s, small business firms, students,
farmers, farm cooperatives, and exporters.

FEDERAL DEPOSIT INSURANCE CORPORATION (FDIC): A federa agency that
insures bank deposits, currently up to $100,000 per deposit. FEDERAL FUNDS RATE: The rate
of interest at which Fed funds are traded. This rate is currently pegged by the Federal Reserve
through open market operations.

FEDERAL HOME LOAN BANKS (FHLB): Government sponsored wholesale banks
(currently 12 regional banks), which lend funds and provide correspondent banking services to
member commercial banks, thrift ingtitutions, credit unions and insurance companies. The
mission of the FHLBs is to liquefy the housing related assets of its members who must purchase
stock in their district Bank.

FEDERAL NATIONAL MORTGAGE ASSOCIATION (FNMA): FNMA, like GNMA was
chartered under the Federal National Mortgage Association Act in 1938. FNMA is a federa
corporation working under the auspices of the Department of Housing and Urban Development
(HUD). It isthe largest single provider of residential mortgage funds in the United States. Fannie
Mae, as the corporation is called, is a private stockholder-owned corporation. The corporation’s
purchases include a variety of adjustable mortgages and second loans, in addition to fixed-rate
mortgages. FNMA's securities are also highly liquid and are widely accepted. FNMA assumes
and guarantees that all security holders will receive timely payment of principal and interest.

FEDERAL OPEN MARKET COMMITTEE (FOMC): Consists of seven members of the
Federal Reserve Board and five of the twelve Federal Reserve Bank Presidents. The President of
the New York Federal Reserve Bank is a permanent member, while the other Presidents serve on
a rotating basis. The Committee periodically meets to set Federal Reserve guidelines regarding
purchases and sales of Government Securities in the open market as a means of influencing the
volume of bank credit and money.
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FEDERAL RESERVE SYSTEM: The central bank of the United States created by Congress
and consisting of a seven member Board of Governors in Washington, D.C., 12 regional banks
and about 5,700 commercial banks that are members of the system.

GOVERNMENT NATIONAL MORTGAGE ASSOCIATION (GNMA or Ginnie Mae):
Securities influencing the volume of bank credit guaranteed by GNMA and issued by mortgage
bankers, commercial banks, savings and |oan associations, and other institutions. Security holder
is protected by full faith and credit of the U.S. Government. Ginnie Mae securities are backed by
the FHA, VA or FmHA mortgages. The term "pass-throughs' is often used to describe Ginnie
Maes.

LIQUIDITY: A liquid asset is one that can be converted easily and rapidly into cash without a
substantial loss of value. In the money market, a security is said to be liquid if the spread
between bid and asked prices is narrow and reasonable size can be done at those quotes. LOCAL
GOVERNMENT INVESTMENT POOL (LGIP): The aggregate of al funds from political
subdivisions that are placed in the custody of the State Treasurer for investment and
reinvestment.

MARKET VALUE: The price at which a security is trading and could presumably be purchased
or sold.

MASTER REPURCHASE AGREEMENT: A written contract covering all future transactions
between the parties to repurchase — reverse repurchase agreements that establishes each party’s
rights in the transactions. A master agreement will often specify, among other things, the right of
the buyer-lender to liquidate the underlying securities in the event of default by the seller
borrower.

MATURITY: The date upon which the principal or stated value of an investment becomes due
and payable.

MONEY MARKET: The market in which short-term debt instruments (bills, commercial
paper, bankers acceptances, etc.) are issued and traded.

OFFER: The price asked by a seller of securities. (When you are buying securities, you ask for
an offer.) See Asked and Bid.

OPEN MARKET OPERATIONS: Purchases and sales of government and certain other
securities in the open market by the New York Federal Reserve Bank as directed by the FOMC
in order to influence the volume of money and credit in the economy. Purchases inject reserves
into the bank system and stimulate growth of money and credit; sales have the opposite effect.
Open market operations are the Federa Reserve’'s most important and most flexible monetary
policy tool.

PORTFOLIO: Callection of securities held by an investor.

PRIMARY DEALER: A group of government securities dealers who submit daily reports of
market activity and positions and monthly financial statements to the Federal Reserve Bank of
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New York and are subject to its informal oversight. Primary dealers include Securities and
Exchange Commission (SEC)-registered securities broker-deders, banks, and a few unregulated
firms.

PRUDENT PERSON RULE: An investment standard. In some states the law requires that a
fiduciary, such as a trustee, may invest money only in alist of securities selected by the custody
state — the so-called legal list. In other states the trustee may invest in a security if it is one which
would be bought by a prudent person of discretion and intelligence who is seeking a reasonable
income and preservation of capital.

QUALIFIED PUBLIC DEPOSITORIES: A financid ingtitution which does not claim
exemption from the payment of any sales or compensating use or ad valorem taxes under the
laws of this state, which has segregated for the benefit of the commission eligible collateral
having a value of not less than its maximum liability and which has been approved by the Public
Deposit Protection Commission to hold public deposits.

RATE OF RETURN: The yield obtainable on a security based on its purchase price or its
current market price. This may be the amortized yield to maturity on a bond the current income
return.

REPURCHASE AGREEMENT (RP OR REPO): A holder of securities sells these securities
to an investor with an agreement to repurchase them at a fixed price on afixed date. The security
"buyer" in effect lends the "seller” money for the period of the agreement, and the terms of the
agreement are structured to compensate him for this. Dealers use RP extensively to finance their
positions. Exception: When the Fed is said to be doing RP, it is lending money that is, increasing
bank reserves.

SAFEKEEPING: A service to customers rendered by banks for a fee whereby securities and
valuables of all types and descriptions are held in the bank’ s vaults for protection.

SECONDARY MARKET: A maket made for the purchase and sale of outstanding issues
following the initial distribution.

SECURITIES & EXCHANGE COMMISSION: Agency created by Congress to protect
investors in securities transactions by administering securities legidlation.

SEC RULE 15C3-1: See Uniform Net Capital Rule.

STRUCTURED NOTES: Notes issued by Government Sponsored Enterprises (FHLB, FNMA,
SLMA, etc.) and Corporations, which have imbedded options (e.g., cal features, step-up
coupons, floating rate coupons, derivative-based returns) into their debt structure. Their market
performance is impacted by the fluctuation of interest rates, the volatility of the imbedded
options and shifts in the shape of the yield curve.
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TREASURY BILLS: A nonrinterest bearing discount security issued by the U.S. Treasury to
finance the national debt. Most bills are issued to mature in three months, six months, or one
year.

TREASURY BONDS: Long-term coupon-bearing U.S. Treasury securities issued as direct
obligations of the U.S. Government and having initial maturities of more than 10 years.

TREASURY NOTES: Medium-term coupon-bearing U.S. Treasury securities issued as direct
obligations of the U.S. Government and having initial maturities from two to 10 years.

UNIFORM NET CAPITAL RULE: Securities and Exchange Commission requirement that
member firms as well as nonmember broker-dealers in securities maintain a maximum ratio of
indebtedness to liquid capital of 15 to 1; also caled net capital rule and net capita ratio.
Indebtedness covers al money owed to a firm, including margin loans and commitments to
purchase securities, one reason new public issues are spread among members of underwriting
syndicates. Liquid capital includes cash and assets easily converted into cash.

YIELD: The rate of annua income return on an investment, expressed as a percentage. (a)
INCOME YIELD is obtained by dividing the current dollar income by the current market price
for the security. (b) NET YIELD or YIELD TO MATURITY is the current income yield minus
any premium above par or plus any discount from par in purchase price, with the adjustment
spread over the period from the date of purchase to the date of maturity of the bond.

The Association of Public Treasurers of the United States & Canada
Revised 1/05 — Replaces dl previous editions.



Appendix
Guidelines for an Investment Procedures Manual
For permission to reprint the Guidelines, call APT US& C at (301) 495-5560

1. Purpose

The purpose of these guidelines is to help create a Procedures Manual to assist Treasury staff
with day-to-day investment operations. As each jurisdiction’s investment operations are unique,
these guidelines are an outline, with individual items to be added or deleted as necessary or
appropriate. Numerical references and subjects at the beginning of each Section refer to elements
in APT’s Model Investment Policy.

2. Cash Review

0.0 Policy
1.0 Scope
2.0 Delegation of Authority

The Treasurer or his’her delegate (hereafter referred to as Investment Officer) must review the
cash balances and investment portfolio daily, or as needed. Items to be reviewed should include:

a) Balances, by fund if so deposited, at primary bank.

b) Balances, by fund if so deposited, at other banks.

¢) Maturing investments (includes Repo’s, CD’s, Commercial Paper, Bankers
Acceptances and general securities).

d) Bond sales and other large, periodic receipts.

€) Bond and coupon payments (debt service) and other large periodic cash
disbursements.

3. Investment Selection

3.0 Prudence

4.0 Objective

8.0 Authorized & Suitable Investments
12.0 Diversification

13.0 Maximum Maturities

The Investment Officer determines how much of the cash balance is available for investment and
selects the area of the yield curve that most closely matches the required maturity date. In
determining the maturity date, the Investment Officer should consider liquidity, cash flow and
expected expenditures. A review of some of the following sources should be made to determine
whether the investments should be placed to match projected expenditures or shorter, or to take
advantage of current and expected interest rate environments:

a) Wall Street Journal or similar daily business publication.
b) Input from approved broker/dealers.
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¢) Input from depository banks.
d) Publications on general trends of economic statistics.
€) Input from data services (Telerate, Bloomberg, Reuters, etc.)

4. Purchasing an Investment

7.0 Authorized Financial Dealers
8.0 Authorized & Suitable

9.0 Investment Pools

10.0 Collateralization & Institutions
11.0 Safekeeping & Custody.

12.0 Diversification Investments
13.0 Maximum Maturities

Establish with whom the jurisdiction is going to transact business. This should be accomplished
through the use of a questionnaire, which helps provide the following evaluation:

a) Financia condition, strength and capability to fulfill commitments.
b) Overall reputation with other dealers and investors.

¢) Regulatory status of the broker/dealer (providers).

d) Background and expertise of the individual representative.

Financial (banking) institutions should be selected through the use of a "Request for Proposal
(RFP)." The use of a nationally recognized financial ingtitution rating organization (Lace,
Sheshunoff, Thompson Bankwatch, etc.) will assist in the evauation. Contact an appropriate
number of ingtitutions, as specified by policy. The Investment Officer should be as specific as
possible in requesting the offering. If a particular type of investment or a particular issuing
agency is to be excluded due to policy limitations that should be stated to the providers. If
collateral is required (i.e. for Repo’s or CD’s), the collateral limitations (excess margin, types of
securities, maximum maturity, etc.) should be specified.

The following must be determined prior to contacting the providers:

a) Settlement — cash, regular (next day), corporate (3 business days) or when issued if a
new issue.

b) Amount — either par value or total dollars to be invested.

c) Type of security to be purchased, or type to be excluded.

d) Targeted maturity, or maturity range.

e) Time limit to show offering — 5 minutes, 15 minutes, etc.

If choosing an external pool or fund as the preferred investment vehicle, the following should be
available for inspection prior to purchase and at any reasonable time thereafter:

a) A written investment policy, if a government-run investment pool.
b) A prospectus for money- market funds, mutual funds or bank- managed funds.
¢) A schedule of the types of reports and the frequency of distribution.
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d) A clear description of how interest rates are calculated (30/360, actual/365, etc.)

€) A schedule of when and how income is distributed.

f) Arethe pool or fund types of investments restricted to your own legal and policy
limits?

g Arethepool or fund investments restricted to your own maturity limits?

Before concluding the transaction, the Investment Officer should validate the following:

a) The security selected for purchase meets al criteria, including portfolio
diversification, collateralization (if appropriate) and maturity. If the security has any
imbedded options such as call provisions or coupon adjustments, these should aso be
reviewed.

b) Yield calculations should be verified.

¢) Total purchase cost (including accrued interest) does not exceed funds available for
Investment.

d) Advise the successful provider that their offering has been selected for purchase.

€) After confirmation of the purchase, as a courtesy, notify the other broker/dealers that
you have placed the investment. Best price may be disclosed, if you choose.

After consummation of the transaction, and prior to settlement date, the Investment Officer and
the provider should exchange and review the following information to ensure prompt, and
uninterrupted settlement:

a) Name of third-party safekeeping agent.

b) ABA number of safekeeping agent.

c) Safekeeping account number.

d) Reconfirm amount of transaction.

€) Reconfirm settlement date.

f) Acquire CUSIP number of security, if applicable.

5. Settlement & Followthrough
5.0 Delegation of Authority

6.0 The Investment Officer should forward to the safekeeping agent a report of the investment
transaction. The report may be verbal, but a written form should be sent and acknowledged.
When applicable, the following should be verified:

a) Provision of receipt or disbursement of funds.

b) Interna transfer or wiring of funds.

¢) Validation of written "safekeeping receipt."

d) Notification of discrepancy prior to acceptance or rejection of the transaction.

€) Immediate notification if afail has occurred: by provider if they are responsible, by
safekeeping agent if they are responsible.
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TO BE PUBLISHED IN THE OFFICIAL REPORTS

OFFICE OF THE ATTORNEY GENERAL
State of Cdifornia

DANIEL E. LUNGREN
Attorney General

OPINION
No. 95-807
Of
June 19, 1996
DANIEL E. LUNGREN
Attorney General

GREGORY L. GONOT
Deputy Attorney Genera

LAURENCE M. WATSON, ABIDING COUNTY COUNSEL, COUNTY OF
ORANGE, has requested an opinion on the following question:

May the treasurer of a general law county grant to a contract investment manager, who is
not a deputy of the treasurer, discretionary authority to invest funds on deposit with the treasurer?

CONCLUSION

The treasurer of ageneral law county may grant to a contract investment manager, who is
not a deputy of the treasurer, discretionary authority to invest funds on deposit with the treasurer, provided
that the treasurer exercises prudence in the selection of the manager and imposes suitable safeguards to
prevent abuse in the exercise of discretion by the manager. The treasurer would remain responsible for any
investment decisions made by the manager.
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ANALYSIS

The question presented for resolution concerns the ability of a county treasurer to contract
with an investment manager for the purpose of investing funds which are in the custody of the treasurer.
The manager would select, purchase, and sell individual securities. We conclude that such an arrangement
would not violate state law if the treasurer exercises prudence in the selection of the manager and imposes
safeguards to prevent abuse in the exercise of discretion by the manager. The treasurer would remain

responsible for any investment decisions made by the manager.

Government Code section 27000" provides that "[the] county treasurer shall receive and
keep safe all money belonging to the county and all other money directed by law to be paid to him and

apply and pay it out, rendering the account as required by law." Section 27000.1 states:

"The board of supervisors may, by ordinance, delegate to the county treasurer the
authority to invest or reinvest the funds of the county and funds of other depositorsin the

county treasury . . . . The county treasurer shall thereafter assume full responsibility for
those transactions until the board of supervisors, by ordinance, revokes its delegation of
authority...."

Section 27000.3 provides:

"The county treasurer is a trustee and therefore a fiduciary subject to the prudent
investor standard. When investing, reinvesting, purchasing, acquiring, exchanging,
sdling, and managing public funds, the county treasurer shall act with care, sKill,
prudence, and diligence under the circumstances then prevailing, that a prudent person
acting in a like capacity and familiarity with those matters would use in the conduct of
funds of alike character and with like aims, to safeguard the principa and maintain the
liquidity needs of the county and the other depositors. Within the limitations of this
section and considering individua investments as part of an overal investment strategy, a
trustee is authorized to acquire investments as authorized by law. Nothing in this chapter
is intended to grant investment authority to any person or governing body except as
provided in Sections 53601, 53607, and 53635."

L All section references are to the Government Code unless otherwise indicated.

2 The requirements of sections 53607 and 53635 are discussed below.
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Section 27000.5 states:

"When investing, reinvesting, purchasing, acquiring, exchanging, selling, and
managing public funds, the primary objective of the county treasurer shall be to safeguard
the principal of the funds under his or her control. The secondary objective shall be to
meet the liquidity needs of the depositor. The third objective shall be to achieve areturn
on the funds under his or her control."

When a county invests surplus funds, the board of supervisors must establish a county
treasury oversight committee. (8§ 25131.) The treasurer must annualy prepare for the committee an
investment policy which includes:

"(a) A list of securities or other instruments in which the county treasurer may
invest, according to law, including the maximum alowable percentage by type of
security.

"(b) The maximum term of any security purchased by the county treasury.

"(c) The criteria for selecting security brokers and dedlers from, to, or through
whom the county treasury may purchase or sell securities or other instruments. The
criteria shall prohibit the selection of any broker, brokerage, dealer, or securities firm that
has, within any consecutive 48-month period following January 1, 1996, made a political
contribution in an amount exceeding the limitations contained in Rule-G37 of the
Municipa Securities Rulemaking Board, to the local treasurer, any member of the
governing board of the loca agency, or any candidate for those offices.

e eeeeee s e " (§ 27133)

While the committee has oversight responsibility, it may not "direct individual investment decisions, select
individual investment advisors brokers, or dealers, or impinge on the day-to-day operations of the county
treasury.” (8 27137.)

Historically the Legidature placed numerous restrictions upon the investment of local
public funds. (See Stats. 1967, ch. 1026, 8§ 1; Stats. 1949, ch. 81, § 1.) Differing requirements were made
applicable to the investment of local funds needed for immediate use, surplus funds needed for future use,
and specialized funds such as those contributed under an employee deferred compensation plan. (See 57
Ops.Cal.Atty.Gen. 534, 539-542 (1974).) Recently investment opportunities have been broadened by the
Legidature and given substantially smilar treatment. (See, e.g., 88 53601, 53609, 53635.)
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We may assume for our purposes that the county treasurer has been given the necessary
authority by the board of supervisors to invest the county's funds, that a county treasury oversight
committee has been established in the county, and that the treasurer will comply with al statutory
requirements relating to the investment of the funds.

Except insofar as the treasurer's powers may be exercised by a deputy®, the governing
statutes do not expressly provide for any further grant of discretion with respect to the investment of county
funds. Here we are given that the manager would not be a deputy of the treasurer. Since no express
statutory authority allows a treasurer to grant discretion regarding investment decisions to such an "outside"
manager, may the authority to do so be implied? We believe the answer to this question may be determined
by examining the scope of the treasurer's authority as a trustee of the county's funds.

Section 27000.3 denominates the treasurer as a "trustee,” thereby making him "a fiduciary
subject to the prudent investor standard.” The prudent investor standard is set forth in the Restatement
Third of Trusts section 227. As applicable herein, section 227 states:

"The trustee is under a duty to the beneficiaries to invest and manage the funds of
the trust as a prudent investor would, in light of the purposes, terms, distribution
requirements, and other circumstances of the trust.

"(c) In addition, the trustee must:

"(1) conform to fundamental fiduciary duties of loyalty (8 170) and impartiality
(8183);

"(2) act with prudence in deciding whether and how to delegate authority and in
the selection and supervision of agents (§ 171); and

"(3) incur only costs that are reasonable in amount and appropriate to the
investment responsibilities of the trusteeship (8 188).
"(d) The trustee's duties under this Section are subject to the rule of § 228, dealing primarily with contrary
investment provisions of atrust or statute.”

% The county treasurer "may appoint as many deputies as are necessary for the prompt and faithful discharge of the
duties of his office." (§ 24101.) Whenever the official name of any principal officer is used in any law conferring
power or imposing duties or liabilities, it includes deputies. (8 24100; see also 88 7, 1194; 70 Ops.Cal.Atty.Gen. 710,
715, 718-719 (1980).)
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The Restatement rule, section 171, governing a trustee's aithority in granting discretion to others in
performing his responsibilitiesis as follows:

"A trustee has a duty personally to perform the responsibilities of the trusteeship
except as a prudent person might delegate those responsibilities to others. In deciding
whether, to whom and in what manner to delegate fiduciary authority in the
administration of a trust, and thereafter in supervising agents, the trustee is under a duty
to the beneficiaries to exercise fiduciary discretion and to act as a prudent person would
act in similar circumstances.”

A comment to this Restatement rule explains "fiduciary duty" and "discretion” as regards a delegation of
responsibility:

"A trustee stands in a fiduciary relationship to the beneficiaries of the trust and
therefore is under a duty persondly to perform the responsbilities of the trusteeship
except as it would be prudent, under the circumstances, to delegate to agents the making
of decisions or the performance of acts of administration.” (8 171, com. a emphasis
added.)

The prudent investor standard is aso set forth in the Uniform Prudent Investor Act (Prab.
Code, 88 16045-16054). Probate Code section 16052, subdivision (@), states:

"A trustee may delegate investment and management functions as prudent under
the circumstances. The trustee shall exercise prudence in the following:

"(1) Selecting an agent.

"(2) Establishing the scope and terms of the delegation, consistent with the purposes and
terms of the trust.

"(3) Periodically reviewing the agent's overal performance and compliance with the terms
of the delegation."

The use of agents by atrustee may be necessary because "[m]any duties of the trustee require specid skills
and knowledge which the trustee does not possess so that he could not be expected to perform such work
without advice and aid." (Bogert, Trusts (6th ed. 1987) § 92, p. 331.) In acomment regarding the prudent

“A county treasurer's conduct may be measured under the principles applicable to trustees expressed in the Probate
Code. (See Prob. Code, § 15003, subd. (c).)
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investor standard, the Restatement Third of Trusts states:

"The trustee is not required personally to perform all aspects of the investment
function. The trustee must not, however, abdicate the responsibilities of the office and
must not delegate unreasonably. Prudent behavior in this matter, as in other aspects of
prudent investment management, cannot be reduced to a simple, objective formula.

"With professional advice as needed, the trustee personally must define the trust's
investment objectives. The trustee must also make the decisions that establish the trust’s
investment strategies and programs, at least to the extent of approving plans developed by
agents or advisers. Beyond these generalizations, expressed in terms that are necessarily
imprecise, there is no invariant formula concerning functions that are to be performed by
the trustee persondly.

"Many factors affect the nature and extent of prudent and therefore permissible
delegation. These factors include the amost infinite variety that exists in trustees and
trusteeships, as well as in investment objectives and techniques and in the types,
circumstances, and goals of trusts. For example, it would be impractical for delegation
decisions not to take account of the scale of a trust’s operations and the nature of the
trustee’' s operating structure. Corporate trustees necessarily act through their employees,
between that situation and the individual who acts as a trustee or co-trustee, however,
there are many variations of trusteeship, encompassing, for example, institutional
governing bodies, law firms, and panels of individuals operating with the support of full-
time staff.

"The trustee's authority to delegate is not confined to acts that might reasonably
be described as ‘ministeria.” Nor is delegation precluded because the act in question calls
for the exercise of considerable judgment or discretion. The trustee's decisions with
regard to delegation are themselves matters of fiduciary judgment and responsibility
falling within the sound discretion of the trustee.

"As in other matters of fiduciary discretion . . ., the trustee must not abuse the
discretion to delegate. Accordingly, a court may substitute its judgment for that of the
trustee in a matter of delegation if and only if the trustee has acted unreasonably, or has
unreasonably failed to act. Similarly,
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atrustee's liability in a matter of delegation depends on a failure to exercise the required
degree of care, skill, or caution.

"In deciding what as well as whether to delegate and in selecting, instructing, and
supervising agents, the trustee has a duty to the beneficiaries to act as a prudent investor
would act under the circumstances. The trustee must exercise care, skill, and caution in
establishing the scope and specific terms of any delegation, and must keep reasonably
informed in order to monitor the execution of investment decisions or plans.

"In al of these matters the trustee has a duty to the beneficiaries to take account
of al relevant circumstances. These include the knowledge, skill, facilities, and
compensation of both the trustee and the prospective agents. Also of importance are such
considerations as the size of the trust estate and the burdens and complexity of both the
assets to be managed and the strategies to be implemented. Active investment strategies,
for example, especialy in low efficiency markets such as real estate and venture capital,
are likely to require the hiring of agents with special skills not possessed by many
trustees, often not even by professional or corporate fiduciaries." (8§ 227, com. j, pp. 39-
40, emphasis added.)

The prudent investor standard requires a trustee to act in accordance with applicable

statutes. Section 228 of the Restatement Third of Trusts provides:

"In investing the funds of the trust, the trustee

"(d) has a duty to the beneficiaries to conform to any applicable statutory
provisions governing investmert by trustees ...."

". .. A loca agency purchasing or obtaining any securities described in this

section, in a negotiable, bearer, registered, or nonregistered format, shall require delivery
of al the securities to the local agency, including those purchased for the agency by
financial advisors, consultants, or managers using

As previously indicated, upon receiving authority from the board of supervisors to invest county funds, the
treasurer assumes full responsibility for that function. (§ 27000.1.) However, it is contemplated by the
Legidlature that the teasurer, in making investments for the county (8 53607), will employ necessary

financial advisors, consultants, and managers in carrying out his responsbilities. Section 53635, for
example, providesin part:
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the agency's funds, by book entry, physical delivery, or by third-party custodial
agreement...." (Emphasis added.)’

We believe that given (1) the relatively large amount of funds which may be administered
by a county treasurer, (2) the degree of skill required for investing in the complex forms of securities
described in section 53635, (3) the section 27133 requirement for annual preparation by the treasurer of an
investment policy to control investment decisions (including the maximum alowable percentage by type of
security), and (4) the section 27134 requirement for an annua audit which "may include issues relating to
the structure of the investment portfolio and risk," a county treasurer may grant the authority in question
under the prudent investor standard, assuming he has exercised prudence in the selection of the manager
and has imposed suitable safeguards to prevent abuse in the exercise of discretion by the manager. Of
course, in contra; with an investment manager, the treasurer may not abdicate his responsibility for the
investment of county funds.

We conclude that the treasurer of a general law county may grant to a contract investment
manager, who is not a deputy of the treasurer, discretionary authority to invest funds on deposit with the
treasurer provided that the treasurer exercises prudence in the selection of the manager and imposes
suitable safeguards to prevent abuse in the exercise of discretion by the manager. The trustee would remain
responsible for any investment decisions made by the manager.

* % x % %

® Whol ly aside from the issue of granting discretion to a manager to invest county funds we note that a county board
of supervisors may contract for investment advice under the terms of section s3060:

"The legislative body of any public or municipal corporation or district may contract with
and employ any persons for the furnishing to the corporation or district specia services and advise
in financial, economic, accounting, engineering, legal, or administrative matters if such persons
are specially trained and experienced and compensation to perform the special servicesrequired.

"The legislative body of the corporation or district may pay from any available funds
such compensation to such persons as it deems proper for the services rendered.”
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GOVERNMENT CODE
SECTION 16429.1-16429.4

16429.1. (a) Thereisin trust in the custody of the Treasurer the Local Agency Investment Fund,
which fund is hereby created. The Controller shall maintain a separate account for each
governmental unit having deposits in this fund.

(b) Notwithstanding any other provisions of law, a local governmental official, with the
consent of the governing body of that agency, having money in its treasury not required for
immediate needs, may remit the money to the Treasurer for deposit in the Local Agency
Investment Fund for the purpose of investment.

(c) Notwithstanding any other provisions of law, an officer of any nonprofit corporation whose
membership is confined to public agencies or public officias, or an officer of a qualified quasi-
governmental agency, with the consent of the governing body of that agency, having money in
its treasury not required for immediate needs, may remit the money to the Treasurer for deposit
in the Local Agency Investment Fund for the purpose of investment.

(d) Notwithstanding any other provision of law or of this section, a local agency, with the
approval of its governing body, may deposit in the Local Agency Investment Fund proceeds of
the issuance of bonds, notes, certificates of participation, or other evidences of indebtedness of
the agency pending expenditure of the proceeds for the authorized purpose of their issuance. In
connection with these deposits of proceeds, the Local Agency Investment Fund is authorized to
receive and disburse moneys, and to provide information, directly with or to an authorized
officer of a trustee or fiscal agent engaged by the local agency, the Local Agency Investment
Fund is authorized to hold investments in the name and for the account of that trustee or fiscal
agent, and the Controller shall maintain a separate account for each deposit of proceeds.

(e) The local governmental unit, the nonprofit corporation, or the quasi- governmental agency
has the exclusive determination of the length of time its money will be on deposit with the
Treasurer.

(f) The trustee or fiscal agent of the local governmental unit has the exclusive determination of
the length of time proceeds from the issuance of bonds will be on deposit with the Treasurer.

(9) The Local Investment Advisory Board shall determine those quasi- governmental agencies
which qualify to participate in the Local Agency Investment Fund.

(h) The Treasurer may refuse to accept deposits into the fund if, in the judgment of the
Treasurer, the deposit would adversely affect the state's portfolio.

() The Treasurer may invest the money of the fund in securities prescribed in Section 16430.
The Treasurer may elect to have the money of the fund invested through the Surplus Money
Investment Fund as provided in Article 4 (commencing with Section 16470) of Chapter 3 of Part
2 of Division 4 of Title 2.

()) Money in the fund shall be invested to achieve the objective of the fund which is to realize
the maximum return consistent with safe and prudent treasury management.

(k) All instruments of title of all investments of the fund shall remain in the Treasurer's vault or
be held in safekeeping under control of the Treasurer in any federal reserve bank, or any branch
thereof, or the Federal Home Loan Bank of San Francisco, with any trust company, or the trust
department of any state or national bank.

() I'mmediately at the conclusion of each calendar quarter, all interest earned and other
increment derived from investments shall be distributed by the Controller to the contributing
governmental units or trustees or fiscal agents, nonprofit corporations, and quas-governmental



agencies in amounts directly proportionate to the respective amounts deposited in the Local
Agency Investment Fund and the length of time the amounts remained therein. An amount equal
to the reasonable costs incurred in carrying out the provisions of this section, not to exceed a
maximum of one-half of 1 percent of the earnings of this fund, shall be deducted from the
earnings prior to distribution. The amount of this deduction shall be credited as reimbursements
to the state agencies, including the Treasurer, the Controller, and the Department of Finance,
having incurred costs in carrying out the provisions of this section.

(m) The Treasurer shall prepare for distribution a monthly report of investments made during
the preceding month.

(n) Asused in this section, "local agency,” "local governmental unit,” and "local governmental
officia" includes a campus or other unit and an official, respectively, of the California State
University who deposits moneys in funds described in Sections 89721, 89722, and 89725 of the
Education Code.

16429.2. There is created the Local Investment Advisory Board consisting of five members. The
chairman shall be the State Treasurer or his or her designated representative. Two members who
are qualified by training and experience in the field of investment or finance, shall be appointed
by the State Treasurer. Two members who are treasurers, finance or fiscal officers or business
managers, employed by any county, city or local district or municipal corporation of this state,
shall be appointed by the Treasurer.

The term of office of each appointed member of the board is two years, but each appointed
member serves at the pleasure of the appointing authority. A vacancy in the appointed
membership, occurring other than by expiration of term, shall be filled in the same manner as the
original appointment, but for the unexpired term only.

Members of the board who are not state officers or employees shall not receive a salary, but
shall be entitled to a per diem alowance of fifty dollars ($50) for each day's attendance at a
meeting of the board, not to exceed three hundred dollars ($300) in any month. All members
shall be entitled to reimbursement for expenses incurred in the performance of their duties under
this part, including travel and other necessary expenses.

The board's primary purpose shall be to advise and assist the State Treasurer in formulating the
investment and reinvestment of moneys in the Local Agency Investment Fund, and the
acquisition, retention, management, and disposition of investments of the fund. The board, from
time to time, shall review those policies and advise therein as it considers necessary or desirable.
The board shall advise the State Treasurer in the management of the fund and consult the State
Treasurer on any matter relating to the investment and reinvestment of moneys in the fund.

16429.3. Moneys placed with the Treasurer for deposit in the Local Agency Investment Fund by
cities, counties, specia districts, nonprofit corporations, or qualified quasi-governmental
agencies shall not be subject to either of the following:

(@) Transfer or loan pursuant to Sections 16310, 16312, or 16313.

(b) Impoundment or seizure by any state official or state agency.

16429.4. The right of a city, county, dty and county, specia district, nonprofit corporation, or
qualified quasi-governmental agency to withdraw its deposited moneys from the Local Agency
Investment Fund, upon demand, may not be altered, impaired, or denied, in any way, by any



state official or state agency based upon the state's failure to adopt a State Budget by July 1 of
each new fiscal year.



GOVERNMENT CODE
SECTION 16481.2

16481.2. (a) The Treasurer shall annually prepare and submit to the Pooled Money Investment
Board a written statemert of investment policy. The Treasurer shall promptly notify the board of
any materia change in the statement of investment policy. The board shall consider the
statement of investment policy and any changes therein at a public meeting.

(b) In addition to the report required by Section 16480.7, the Treasurer shall submit a quarterly
report to the Pooled Money Investment Board within 30 days following the end of the quarter
covered by the report containing the following:

(1) The type of investment, name of the issuer, date of maturity, par and dollar amount invested
in each security, investment, and money within the treasury.

(2) The weighted average maturity of the investments within the treasury.

(3) Any funds, investments, or programs, including loans, that are under the management of
contracted parties.

(4) The market value as of the date of the report, and the source of this valuation for any
security within the treasury.

(5) A description of the compliance with the statement of investment policy.

(c) The board may, by resolution, require the treasurer to report the information required in
subdivision (b) every month rather than quarterly.



GOVERNMENT CODE
SECTION 27000-27013

27000. The county treasurer shall receive and keep safely all money belonging to the county and
al other money directed by law to be paid to him and apply and pay it out, rendering the account
as required by law.

27000.1. Subject to Section 53607, the board of supervisors may, by ordinance, delegate to the
county treasurer the authority to invest or reinvest the funds of the county and the funds of other
depositors in the county treasury, pursuant to Chapter 4 (commencing with Section 53600) of
Part 1 of Division 2 of Title 5. The county treasurer shall thereafter assume full responsibility for
those transactions until the board of supervisors either revokes its delegation of authority, by
ordinance, or decides not to renew the annual delegation, as provided in Section 53607. Nothing
in this section shall limit the county treasurer's authority pursuant to Section 53635 or 53684.

27000.3. (a) With regard to county funds deposited in the county treasury, the board of
supervisors is the agent of the county who serves as a fiduciary and is subject to the prudent
investor standard, unless a delegation has occurred pursuant to Section 53607 in which case the
county treasurer shall be the agent of the county with respect to these funds, serve as a fiduciary,
and be subject to the prudent investor standard and the board of supervisors shall not be the
agent, serve as afiduciary, or be subject to the prudent investor standard.

(b) With regard to funds deposited in the county treasury that are deposited by local agencies
other than the county and at the discretion of those local agencies, the county treasurer serves as
afiduciary subject to the prudent investor standard.

(© When investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing
public funds, the county treasurer or the board of supervisors, as applicable, shall act with care,
skill, prudence, and diligence under the circumstances then prevailing, specifically including, but
not limited to, the general economic conditions and the anticipated needs of the county and other
depositors, that a prudent person acting in a like capacity and familiarity with those matters
would use in the conduct of funds of a like character and with like aims, to safeguard the
principal and maintain the liquidity needs of the county and the other depositors. Within the
limitations of this section and considering individual investments as part of an overall investment
strategy, investments may be acquired as authorized by law. Nothing in this chapter is intended
to grant investment authority to any person or governing body except as provided in Sections
53601, 53607, and 53635.

27000.5. When investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing
public funds, the primary objective of the county treasurer or the board of supervisors, as the
case may be, shal be to safeguard the principal of the funds under the treasurer's or the board's
control. The secondary objective shall be to meet the liquidity needs of the depositor. The third
objective shall be to achieve a return on the funds under his or her control.

27000.6. The provisions of Sections 27000.7, 27000.8, and 27000.9 shall become effective only
in those counties in which, prior to the first date of the period for filing declarations of candidacy
for the office of county treasurer, county tax collector, or county treasurer-tax collector, the
board of supervisors by majority vote at a regular meeting with all members present, enact an



ordinance adopting the provisions of those sections. That ordinance may be repealed by the
board of supervisors at any time.

27000.7. (a) No person shall be €ligible for election or appointment to the office of county
treasurer, county tax collector, or county treasurer-tax collector of any county unless that person
meets at least one of the following criteria:

(1) The person has served in a senior financial management position in a county, city, or other
public agency dealing with similar financial responsibilities for a continuous period of not less
than three years, including, but not limited to, treasurer, tax collector, auditor, auditor-controller,
or the chief deputy or an assistant in those offices.

(2) The person possesses a valid baccalaureate, masters, or doctoral degree from an accredited
college or university in any of the following major fields of study: business administration,
public administration, economics, finance, accounting, or a related field, with a minimum of 16
college semester units, or their equivalent, in accounting, auditing, or finance.

(3) The person possesses a valid certificate issued by the California Board of Accountancy
pursuant to Chapter 1 (commencing with Section 5000) of Division 3 of the Business and
Professions Code, showing that person to be, and a permit authorizing that person to practice as,
acertified public accountant.

(4) The person possesses a valid charter issued by the Institute of Chartered Financial Analysts
showing the person to be designated a Chartered Financial Analyst, with a minimum of 16
college semester units, or their equivalent, in accounting, auditing, or finance.

(5) The person possesses a valid certificate issued by the Treasury Management Association
showing the person to be designated a Certified Cash Manager, with a minimum of 16 college
semester units, or their equivalent, in accounting, auditing, or finance.

(b) This section shall only apply to any person duly elected or appointed as a county treasurer,
county tax collector, or county treasurer-tax collector on or after January 1, 1998.

27000.8. Any duly elected county treasurer, county tax collector, or county treasurer-tax
collector serving in that office on January 1, 1996, may serve for his or her remaining term of
office during which period of time the requirements of this section shall not apply. After the
election of acounty treasurer, county tax collector, or county treasurer-tax collector to office,
that person shall complete a valid continuing course of study as prescribed in this section, and
shall during the person's four-year term of office on or before June 30 of the fourth year, render
to the State Controller a certification indicating that the person has successfully completed a
continuing education program consisting of, at a minimum, 48 hours, or an equivalent amount of
continuing education units within the discipline of treasury management, public finance, public
administration, governmental accounting, or directly related subjects, offered by a recognized
state or national association, institute, or accredited college or university, or the California Debt
and Investment Advisory Commission, that provides the requisite educational programs
prescribed in this section. The willful or negligent failure of any elected county treasurer, county
tax collector, or county treasurer-tax collector to comply with the requirements of this section
shall be deemed a violation of this section.

27000.9. Notwithstanding any other requirement of law, any duly appointed county officer
serving in the capacity of county treasurer, county tax collector, or county treasurer-tax collector
shall, beginning in 2000, complete a valid continuing course of study as prescribed in this



section, and shall, on or before June 30 of each two-year period, render to the State Controller, a
certification indicating that the county officer has successfully completed a continuing education
program consisting of, at a minimum, 24 hours or an equivalent amount of continuing education
units within the discipline of treasury management, public finance, public administration,
governmental accounting, or directly related subjects, offered by a recognized state or national

association, ingtitute, or accredited college or university, or the California Debt and Investment
Advisory Commission, that provides the requisite educational programs prescribed in this
section. The willful or negligent failure of any county officer serving in the capacity of county
treasurer, county tax collector, or county treasurer-tax collector to comply with the requirements
of this section shall be deemed a violation of this section.

27001. The treasurer shall file and keep the certificates of the auditor delivered to him or her
when money is paid into the treasury.

Notwithstanding Sections 26201, 26202, and 26205, the treasurer may destroy any certificate
pursuant to this section under either of the following circumstances:

(a) The certificate has been filed for more than five years.

(b) The certificate has been filed for more than one year, and al of the following conditions are
complied with:

(1) The record, paper, or document is photographed, microphotographed, or reproduced on
film of a type approved for permanent photographic records by the National Bureau of
Standards.

(2) The device used to reproduce the record, paper, or document on film is one that accurately
reproduces the original thereof in al details.

(3) The photographs, microphotographs, or other reproductions on film are placed in
conveniently accessible files and provision is made for preserving, examining, and using the
same.

(4) The record, paper, or document is reproduced and preserved utilizing other information
technology .

27002. The treasurer shall keep an account of the receipt and expenditure of all money received
or paid out by him or her in books provided for the purpose. He or she shall enter in the books
the amount, the time, from whom, and on what account all money was received by him or her,
and the warrant number, the amount, time, and on what account all disbursements were made by
him or her.

27002.1. (@) The treasurer may, in lieu of entering in books an account of the receipt and
expenditure of al money received or paid out by him or her as provided in Section 27002,
photograph, microphotograph, photocopy, or enter into an electronic data-processing system that
utilizes optical transmission and filing, all receipts for money received by him or her and all
warrants paid out by him or her.

(b) Every reproduction described in subdivision (@) shall be deemed and considered an
original, and a transcript, exemplification, or certified copy of any of those reproductions shall be
deemed and considered a transcript, exemplification, or certified copy, as the case may be, of the
original.

(c) All reproductions described in subdivision (a) shall be properly indexed and placed in
convenient, accessible files. Each roll of microfilm shall be deemed and constitute a book, and



shall be designated and numbered, and provision shall be made for preserving, examining, and
using it. A duplicate of each roll of microfilm shall be made and kept in a safe and separate
place.

27003. The treasurer shall keep his or her books or any other authorized form of record so that
the amounts received and paid out on account of separate funds or specific appropriations are
exhibited in separate and distinct accounts, and the whole receipts and expenditures shown in
one general or cash account.

27005. The treasurer shall disburse the county money and all other money placed in his or her
custody by officia authority only on county warrants, checks, or electronic fund transfers issued
by the county auditor, except for the making of legal investments.

27006. The treasurer shall disburse the money in the treasury on county warrants only when they
are based on orders of the board of supervisors, upon order of the superior court, or as otherwise
provided by law. In the payment of the warrants he may issue his order, check, or draft drawn
upon proper funds that are on deposit in any bank.

27007. The treasurer shall keep all money belonging to the State, or any county of the State in
his own possession until disbursed according to law. He shal not place the money in the
possession of any person to be used for any purpose, nor shall he loan or in any manner use, or
permit any person to use it, except as provided by law. This section does not prohibit him from
making specia deposits for the safe-keeping of public money, but he is liable therefore on his
official bond.

27008. (a) The treasurer shall not receive money into the treasury or for deposit with him or her
astreasurer, unless it is accompanied by the certificate of the auditor.

(b) Notwithstanding subdivision (@), the auditor and treasurer may establish alternate control
procedures.

27009. When any money is paid to the treasurer he shall give a receipt to the person paying it.
The receipt shall be deposited forthwith with the county auditor, who shall charge the treasurer
therewith and give the person paying the money a receipt.

27010. The treasurer may receive any money constituting gift, bequest, or devise, and pay it out
in accordance with the terms thereof, or, if none are fixed, according to law.

27011. Any county officer who knowingly accepts or alows any deposit in the county treasury
of money from any private and unofficial source is guilty of a misdemeanor, punishable by
imprisonment in the county jail for not less than six months nor more than one year, or by afine
of not less than five hundred dollars ($500) and not more than five thousand dollars ($5,000), or
by both that fine and imprisonment, and shall forfeit his or her office.

27012. The Controller may summon county treasurers or the authorized representative of any
county treasurer to meet with the Controller or his or her duly authorized representatives, in
those groups and at that place or those places within the state as may be designated by the



Controller for the purpose of discussing the interpretation, procedures, uniformity of operation,
and efficient administration of the Revenue and Taxation Code and the Government Code. The
actual and necessary expenses of any county officer or his or her authorized representative that
are incurred while traveling to and from or while attending any meeting called pursuant to this
section by the Controller shall be a charge against the county, to be paid in the same manner as
other county charges are paid, provided that prior approval of the board of supervisors has been
obtained.

27013. Notwithstanding any other provision of law, any treasurer, or other authorized county
officer, who invests, deposits or otherwise handles funds for public agencies for the purpose of
earning interest or other income on such funds as permitted by law, may deduct from such
interest or income, before distribution thereof, the actual administrative cost of such investing,
depositing or handling of funds and of distribution of such interest or income. Such cost
reimbursement shall be paid into the county general fund.



GOVERNMENT CODE
SECTION 27130-27137

27130. The Legidature finds and declares that local agencies, including school districts, should
participate in reviewing the policies that guide the investment of those funds. The Legidature
further finds and declares that by pooling deposits from local agencies and other participants,
county treasuries operate in the public interest when they consolidate banking and investment
activities, reduce duplication, achieve economies of scale, and carry out coherent and
consolidated investment strategies. The Legislature further finds and declares that the creation of
county treasury oversight committees will promote the public interest by involving depositors in
the management of their funds and by enhancing the security and investment return on their
funds by providing a more stable and predictable balance for investment by establishing criteria
for the withdrawal of funds.

27131. (a) The board of supervisors in each county or city and county may, if the county or city
and county is investing surplus funds, establish a county treasury oversight committee. The
board of supervisors, in consultation with the county treasurer, shall determine the exact size of
the committee, which shall consist of from 3 to 11 members, and the categories from which the
members shall be represented, as specified in subdivisions (a) to (g), inclusive, of Section 27132.
Members shall be nominated by the treasurer and confirmed by the board of supervisors.

(b) In recognition of the state and local interests served by the action made optional in
subdivision (@), the Legislature encourages local agencies to continue taking the action formerly
mandated by this section. However, nothing in this subdivison may be construed to impose any
liability on alocal agency that does not continue to take the formerly mandated action.

27132. The county treasury oversight committee, pursuant to Section 27131, shall consist of
members appointed from the following:

(&) The county treasurer.

(b) The county auditor, auditor-controller, or finance director, as the case may be.

(c) A representative appointed by the county board of supervisors.

(d) The county superintendent of schools or his or her designee.

(e) A representative selected by a mgority of the presiding officers of the governing bodies of
the school districts and community college districts in the county.

(f) A representative selected by a mgjority of the presiding officers of the legidative bodies of
the special districts in the county that are required or authorized to deposit funds in the county
treasury.

(g) Up to five other members of the public.

(1) A mgjority of the other public members shall have expertise in, or an academic background
in, public finance.

(2) The other public members shall be economically diverse and bipartisan in political
registration.

27132.1. A member may not be employed by an entity that has (a) contributed to the campaign
of a candidate for the office of local treasurer, or (b) contributed to the campaign of a candidate
to be a member of a legidative body of any local agency that has deposited funds in the county



treasury, in the previous three years or during the period that the employee is a member of the
committee.

27132.2. A member may not directly or indirectly raise money for a candidate for local treasurer
or a member of the governing board of any local agency that has deposited funds in the county
treasury while amember of the committee.

27132.3. A member may not secure employment with, or be employed by, bond underwriters,
bond counsel, security brokerages or dealers, or financial services firms, with whom the treasurer
is doing business during the period that the person is a member of the committee or for one year
after leaving the committee.

27132.4. Committee meetings shall be open to the public and subject to the Ralph M. Brown Act
(Chapter 9 (commencing with Section 54950) of Part 1 of Division 2 of Title 5).

27133. In any county that establishes a county treasury oversight committee pursuant to this
article, the county treasurer shall annually prepare an investment policy that will be reviewed and
monitored by the county treasury oversight committee. The investment policy shall include all of
the following:

(@ A list of securities or other instruments in which the county treasury may invest, according
to law, including the maximum allowable percentage by type of security.

(b) The maximum term of any security purchased by the county treasury.

(c) The criteriafor selecting security brokers and dealers from, to, or through whom the county
treasury may purchase or sell securities or other instruments. The criteria shall prohibit the
selection of any broker, brokerage, dealer, or securities firm that has, within any consecutive 48-
month period following January 1, 1996, made a political contribution in an amount exceeding
the limitations contained in Rule G37 of the Municipal Securities Rulemaking Board, to the
local treasurer, any member of the governing board of the local agency, or any candidate for
those offices.

(d) Limits on the receipt of honoraria, gifts, and gratuities from advisors, brokers, dealers,
bankers, or other persons with whom the county treasury conducts business by any member of
the county treasury oversight committee. These limits may be in addition to the limits set by a
committee member's own agency, by state law, or by the Fair Political Practices Commission.

(e) A requirement that the county treasurer provide the county treasury oversight committee
with an investment report as required by the board of supervisors.

(f) The manner d calculating and apportioning the costs, authorized by Section 27013, of
investing, depositing, banking, auditing, reporting, or otherwise handling or managing funds.

(g9) The terms and conditions under which local agencies and other entities that are not required
to deposit their funds in the county treasury may deposit funds for investment purposes.

(h) Criteria for considering requests to withdraw funds from the county treasury, pursuant to
Section 27136. The criteria shall include an assessment of the effect of a proposed withdrawal on
the stability and predictability of the investments in the county treasury.

27134. The county treasury oversight committee shall cause an annual audit to be conducted to
determine the county treasury's compliance with this article. The audit may include issues
relating to the structure of the investment portfolio and risk.



27135. The costs of complying with this article shall be county charges and may be included
with those charges enumerated under Section 27013.

27136. (a) Notwithstanding any other provision of law, any local agency, public agency, public
entity, or public officia that has funds on deposit in the county treasury pool and that seeks to
withdraw funds for the purpose of investing or depositing those funds outside the county treasury
pool, shall first submit the request for withdrawal to the county treasurer before withdrawing
funds from the county treasury pool.

(b) The county treasurer shall evaluate each proposed withdrawal for its consistency with the
criteria adopted pursuant to subdivision (h) of Section 27133. Prior to approving a withdrawal,
the county treasurer shall find that the proposed withdrawal will not adversely affect the interests
of the other depositors in the county treasury pool.

27137. Nothing in this article shall be construed to alow the county treasury oversight
committee to direct individual investment decisions, select individua investment advisors,
brokers, or dealers, or impinge on the day-to-day operations of the county treasury.



GOVERNMENT CODE
SECTION 53600-53609

53600. As used in this article, "local agency” means county, city, city and county, including a
chartered city or county, school district, community college district, public district, county board
of education, county superintendent of schools, or any public or municipal corporation.

53600.3. Except as provided in subdivision (a) of Section 27000.3, all governing bodies of local
agencies or persons authorized to make investment decisions on behalf of those local agencies
investing public funds pursuant to this chapter are trustees and therefore fiduciaries subject to the
prudent investor standard. When investing, reinvesting, purchasing, acquiring, exchanging,
selling, or managing public funds, a trustee shall act with care, skill, prudence, and diligence
under the circumstances then prevailing, including, but not limited to, the general economic
conditions and the anticipated needs of the agency, that a prudent person acting in a like capacity
and familiarity with those matters would use in the conduct of funds of a like character and with
like aims, to safeguard the principa and maintain the liquidity needs of the agency. Within the
limitations of this section and considering individual investments as part of an overall strategy,
investments may be acquired as authorized by law.

53600.5. When investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing
public funds, the primary objective of a trustee shall be to safeguard the principal of the funds
under its control. The secondary objective shall be to meet the liquidity needs of the depositor.
The third objective shall be to achieve a return on the funds under its control.

53600.6. The Legidature hereby finds that the solvency and creditworthiness of each individual
local agency can impact the solvency and creditworthiness of the state and other local agencies
within the state. Therefore, to protect the solvency and creditworthiness of the state and all of its
political subdivisions, the Legislature hereby declares that the deposit and investment of public
funds by local officials and local agenciesis an issue of statewide concern.

53601. This section shall apply to a local agency that is a city, a district, or other local agercy
that does not pool money in deposits or investments with other local agencies, other than local
agencies that have the same governing body. However, Section 53635 shall apply to all local
agencies that pool money in deposits or investments with other local agencies that have separate
governing bodies. The legidative body of a local agency having money in a sinking fund or
money in its treasury not required for the immediate needs of the local agency may invest any
portion of the money that it deems wise or expedient in those investments set forth below. A
local agency purchasing or obtaining any securities prescribed in this section, in a negotiable,
bearer, registered, or nonregistered format, shall require delivery of the securities to the loca
agency, including those purchased for the agency by financial advisers, consultants, or managers
using the agency's funds, by book entry, physical delivery, or by third-party custodial agreement.
The transfer of securities to the counterparty bank's customer book entry account may be used
for book entry delivery.

For purposes of this section, "counterparty” means the other party to the transaction. A
counterparty bank's trust department or separate safekeeping department may be used for the
physical delivery of the security if the security is held in the name of the local agency. Where



this section specifies a percentage limitation for a particular category of investment, that
percentage is applicable only at the date of purchase. Where this section does not specify a
limitation on the term or remaining maturity at the time of the investment, no investment shall be
made in any security, other than a security underlying a repurchase or reverse repurchase
agreement or securities lending agreement authorized by this section, that at the time of the
investment has a term remaining to maturity in excess of five years, unless the legidative body
has granted express authority to make that investment either specificaly or as a part of an
investment program approved by the legidative body no less than three months prior to the
investment:

(a) Bonds issued by the local agency, including bonds payable solely out of the revenues from
a revenue-producing property owned, controlled, or operated by the local agency or by a
department, board, agency, or authority of the local agency.

(b) United States Treasury notes, bonds, hills, or certificates of indebtedness, or those for
which the faith and credit of the United States are pledged for the payment of principa and
interest.

(c) Registered state warrants or treasury notes or bonds of this state, including bonds payable
solely out of the revenues from a revenue-producing property owned, controlled, or operated by
the state or by a department, board, agency, or authority of the state.

(d) Bonds, notes, warrants, or other evidences of indebtedness of any loca agency within this
state, including bonds payable solely out of the revenues from a revenue-producing property
owned, controlled, or operated by the local agency, or by a department, board, agency, or
authority of the local agency.

(e) Federa agency or United States government-sponsored enterprise obligations,
participations, or other instruments, including those issued by or fully guaranteed as to principa
and interest by federal agencies or United States government-sponsored enterprises.

(f) Bankers acceptances otherwise known as bills of exchange or time drafts that are drawn on
and accepted by a commercia bank. Purchases of bankers acceptances may not exceed 180 days
maturity or 40 percent of the agency's money that may be invested pursuant to this section.
However, no more than 30 percent of the agency's money may be invested in the bankers
acceptances of any one commercia bank pursuant to this section.

This subdivision does not preclude a municipa utility district from investing any money in its
treasury in any manner authorized by the Municipa Utility District Act (Divison 6
(commencing with Section 11501) of the Public Utilities Code).

(g) Commercia paper of "prime" quality of the highest ranking or of the highest letter and
number rating as provided for by a nationally recognized statistical-rating organization
(NRSRO). The entity that issues the commercial paper shall meet all of the following conditions
in either paragraph (1) or paragraph (2):

(1) The entity meets the following criteria

(A) Isorganized and operating in the United States as a general corporation.

(B) Has total assets in excess of five hundred million dollars ($500,000,000).

(C) Has debt other than commercial paper, if any, that is rated "A" or higher by a nationally
recognized statistical-rating organization (NRSRO).

(2) The entity meets the following criteria

(A) Is organized within the United States as a special purpose corporation, trust, or limited
liability company.



(B) Has programwide credit enhancements including, but not limited to, overcollateralization,
letters of credit, or surety bond.

(C) Has commercial paper that is rated "A-1" or higher, or the equivalent, by a nationally
recognized statistical-rating organization (NRSRO).

Eligible commercial paper shall have a maximum maturity of 270 days or less. Local agencies,
other than counties or a city and county, may invest no more than 25 percent of their money in
eligible commercial paper. Local agencies, other than counties or a city and county, may
purchase no more than 10 percent of the outstanding commercial paper of any single issuer.
Counties or a city and county may invest in commercial paper pursuant to the concentration
limitsin subdivision (a) of Section 53635.

(h) Negotiable certificates of deposit issued by a nationally or state-chartered bank, a savings
association or afederal association (as defined by Section 5102 of the Financial Code), a state or
federal credit union, or by a state-licensed branch of a foreign bank. Purchases of negotiable
certificates of deposit may not exceed 30 percent of the agency's money which may be invested
pursuant to this section. For purposes of this section, negotiable certificates of deposit do not
come within Article 2 (commencing with Section 53630), except that the amount so invested
shall be subject to the limitations of Section 53638. The legidative body of aloca agency and
the treasurer or other officia of the local agency having legal custody of the money are
prohibited from investing local agency funds, or funds in the custody of the local agency, in
negotiable certificates of deposit issued by a state or federal credit union if a member of the
legidative body of the local agency, or any person with investment decisionmaking authority in
the administrative office manager's office, budget office, auditor-controller's office, or treasurer's
office of the local agency also serves on the board of directors, or any committee appointed by
the board of directors, or the credit committee or the supervisory committee of the state or
federal credit union issuing the negotiable certificates of deposit.

() (1) Investments in repurchase agreements or reverse repurchase agreements or securities
lending agreements of any securities authorized by this section, as long as the agreements are
subject to this subdivision, including the delivery requirements specified in this section.

(2) Investments in repurchase agreements may be made, on any investment authorized in this
section, when the term of the agreement does not exceed one year. The market value of securities
that underlay a repurchase agreement shall be valued at 102 percent or greater of the funds
borrowed against those securities and the value shall be adjusted no less than quarterly. Since the
market value of the underlying securities is subject to daily market fluctuations, the investments
in repurchase agreements shall be in conpliance if the value of the underlying securities is
brought back up to 102 percent no later than the next business day.

(3) Reverse repurchase agreements or securities lending agreements may be utilized only when
all of the following conditions are met:

(A) The security to be sold on reverse repurchase agreement or securities lending agreement
has been owned and fully paid for by the local agency for a minimum of 30 days prior to sae.

(B) The total of all reverse repurchase agreements and securities lending agreements on
investments owned by the local agency does not exceed 20 percent of the base value of the
portfolio.

(C) The agreement does not exceed a term of 92 days, unless the agreement includes a written
codicil guaranteeing a minimum earning or spread for the entire period between the sale of a



security using a reverse repurchase agreement or securities lending agreement and the final
maturity date of the same security.

(D) Funds obtained or funds within the pool of an equivalent amount to that obtained from
selling a security to a counterparty by way of a reverse repurchase agreement or securities
lending agreement shall not be used to purchase another security with a maturity longer than 92
days from the initial settlement date of the reverse repurchase agreement or securities lending
agreement, unless the reverse repurchase agreement or securities lending agreement includes a
written codicil guaranteeing a minimum earning or spread for the entire period between the sale
of a security using a reverse repurchase agreement or securities lending agreement and the final
maturity date of the same security.

(4) (A) Investments in reverse repurchase agreements, securities lending agreements, or similar
investments in which the local agency sells securities prior to purchase with a simultaneous
agreement to repurchase the security may only be made upon prior approval of the governing
body of the local agency and shal only be made with primary dealers of the Federal Reserve
Bank of New York or with a nationally or state-chartered bank that has or has had a significant
banking relationship with a local agency.

(B) For purposes of this chapter, "significant banking relationship” means any of the following
activities of a bank:

(i) Involvement in the creation, sale, purchase, or retirement of a local agency's bonds,
warrants, notes, or other evidence of indebtedness.

(if) Financing of alocal agency's activities.

(iii) Acceptance of alocal agency's securities or funds as deposits.

(5) (A) "Repurchase agreement” means a purchase of securities by the local agency pursuant to
an agreement by which the counterparty seller will repurchase the securities on or before a
specified date and for a specified amount and the counterparty will deliver the underlying
securities to the local agency by book entry, physical delivery, or by third-party custodial
agreement. The transfer of underlying securities to the counterparty bank's customer book-entry
account may be used for book-entry delivery.

(B) "Securities," for purpose of repurchase under this subdivision, means securities of the same
issuer, description, issue date, and maturity.

(C) "Reverse repurchase agreement” means a sale of securities by the local agency pursuant to
an agreement by which the local agency will repurchase the securities on or before a specified
date and includes other comparable agreements.

(D) "Securities lending agreement” means an agreement under which a local agency agrees to
transfer securities to a borrower who, in turn, agrees to provide collateral to the local agency.
During the term of the agreement, both the securities and the collateral are held by a third party.
At the conclusion of the agreement, the securities are transferred back to the local agency in
return for the collateral.

(E) For purposes of this section, the base value of the local agency's pool portfolio shall be that
dollar amount obtained by totaling all cash balances placed in the pool by all pool participants,
excluding any amounts obtained through selling securities by way of reverse repurchase
agreements, securities lending agreements, or other similar borrowing methods.

(F) For purposes of this section, the spread is the difference between the cost of funds obtained
using the reverse repurchase agreement and the earnings obtained on the reinvestment of the
funds.



()) Medium-term notes, defined as all corporate and depository institution debt securities with a
maximum remaining maturity of five years or less, issued by corporations organized and
operating within the United States or by depository institutions licensed by the United States or
any state and operating within the United States. Notes eligible for investment under this
subdivision shal be rated "A" or better by a nationally recognized rating service. Purchases of
medium-term notes shall not include other instruments authorized by this section and may not
exceed 30 percent of the agency's money that may be invested pursuant to this section.

(K) (1) Shares of beneficial interest issued by diversified management companies that invest in
the securities and obligations as authorized by subdivisions (@) to (j), inclusive, or subdivisions
(m) or (n) and that comply with the investment restrictions of this article and Article 2
(commencing with Section 53630). However, notwithstanding these restrictions, a counterparty
to areverse repurchase agreement or securities lending agreement is not required to be a primary
dealer of the Federal Reserve Bank of New York if the company's board of directors finds that
the counterparty presents a minimal risk of default, and the value of the securities underlying a
repurchase agreement or securities lending agreement may be 100 percent of the sales priceif the
securities are marked to market daily.

(2) Shares of beneficia interest issued by diversified management companies that are money
market funds registered with the Securities and Exchange Commission under the Investment
Company Act of 1940 (15 U.S.C. Sec. 80a-1 et seq.).

(3) If investment is in shares issued pursuant to paragraph (1), the company shall have met
either of the following criteria

(A) Attained the highest ranking or the highest letter and numerical rating provided by not less
than two nationally recognized statistical rating organizations.

(B) Retained an investment adviser registered or exempt from registration with the Securities
and Exchange Commission with not less than five years experience investing in the securities
and obligations authorized by subdivisions (a) to (j), inclusive, or subdivisions (m) or (n) and
with assets under management in excess of five hundred million dollars ($500,000,000).

(4) If investment is in shares issued pursuant to paragraph (2), the company shall have met
either of the following criteria:

(A) Attained the highest ranking or the highest letter and numerical rating provided by not less
than two nationally recognized statistical rating organizations.

(B) Retained an investment adviser registered or exempt from registration with the Securities
and Exchange Commission with not less than five years experience managing money market
mutual funds with assets under management in excess of five hundred million dollars
($500,000,000).

(5) The purchase price of shares of beneficial interest purchased pursuant to this subdivision
shall not include any commission that the companies may charge and shall not exceed 20 percent
of the agency's money that may be invested pursuant to this section. However, no more than 10
percert of the agency's funds may be invested in shares of beneficial interest of any one mutual
fund pursuant to paragraph (1).

(1) Moneys held by atrustee or fiscal agent and pledged to the payment or security of bonds or
other indebtedness, or obligations under a lease, installment sale, or other agreement of alocal
agency, or certificates of participation in those bonds, indebtedness, or lease installment sale, or
other agreements, may be invested in accordance with the statutory provisions governing the
issuance of those bonds, indebtedness, or lease installment sale, or other agreement, or to the
extent not inconsistent therewith or if there are no specific statutory provisions, in accordance



with the ordinance, resolution, indenture, or agreement of the local agency providing for the
issuance.

(m) Notes, bonds, or other obligations that are at al times secured by a valid first priority
security interest in securities of the types listed by Section 53651 as digible securities for the
purpose of securing local agency deposits having a market value at least equal to that required by
Section 53652 for the purpose of securing local agency deposits. The securities serving as
collateral shall be placed by delivery or book entry into the custody of a trust company or the
trust department of a bank that is not affiliated with the issuer of the secured obligation, and the
security interest shall be perfected in accordance with the requirements of the Uniform
Commercial Code or federal regulations applicable b the types of securities in which the
security interest is granted.

(n) Any mortgage passthrough security, collateralized mortgage obligation, mortgage-backed
or other pay-through bond, equipment lease-backed certificate, consumer receivable passthrough
certificate, or consumer receivable-backed bond of a maximum of five years maturity. Securities
eligible for investment under this subdivision shall be issued by an issuer having an "A" or
higher rating for the issuer's debt as provided by a nationally recognized rating service and rated
in arating category of "AA" or its equivalent or better by a nationally recognized rating service.
Purchase of securities authorized by this subdivision may not exceed 20 percent of the agency's
surplus money that may be invested pursuant to this section.

(o) Shares of beneficia interest issued by a joint powers authority organized pursuant to
Section 6509.7 that invests in the securities and obligations authorized in subdivisions (@) to (n),
inclusive. Each share shell represent an equal proportiona interest in the underlying pool of
securities owned by the joint powers authority. To be eligible under this section, the joint powers
authority issuing the shares shall have retained an investment adviser that meets al of the
following criteria:

(1) The adviser is registered or exempt from registration with the Securities and Exchange
Commission.

(2) The adviser has not less than five years of experience investing in the securities and
obligations authorized in stbdivisions () to (n), inclusive.

(3) The adviser has assets under management in excess of five hundred million dollars
($500,000,000).

53601.1. The authority of alocal agency to invest funds pursuant to Section 53601 includes, in
addition thereto, authority to invest in financia futures or financial option contracts in any of the
investment categories enumerated in that section.

53601.2. As used in this article, "corporation” includes a limited liability company.

53601.5. The purchase by alocal agency of any investment authorized pursuant to Section 53601
or 53601.1, not purchased directly from the issuer, shall be purchased either from an ingtitution
licensed by the state as a broker-dealer, as defined in Section 25004 of the Corporations Code, or
from a member of a federally regulated securities exchange, from a national or state-chartered
bank, from a savings association or federal association (as defined by Section 5102 of the
Financia Code) or from a brokerage firm designated as a primary government dealer by the
Federa Reserve bank.



53601.6. (a) A local agency shall not invest any funds pursuant to this article or pursuant to
Article 2 (commencing with Section 53630) in inverse floaters, range notes, or mortgage-
derived, interest-only strips.

(b) A local agency shall not invest any funds pursuant to this article or pursuant to Article 2
(commencing with Section 53630) in any security that could result in zero interest accrua if held
to maturity. However, a local agency may hold prohibited instruments until their maturity dates.
The limitation in this subdivision shall not apply to local agency investments in shares of
beneficial interest issued by diversified management companies registered under the Investment
Company Act of 1940 (15 U.S.C. Sec. 80a-1 et seq.) that are authorized for investment pursuant
to subdivision (k) of Section 53601.

53601.7. Notwithstanding the investment parameters of Sections 53601 and 53635, a local
agency that is a county or a city and county may invest any portion of the funds that it deems
wise or expedient, using the following criteria:

(8 No investment shall be made in any security, other than a security underlying a repurchase
or reverse repurchase agreement or a securities lending agreement, that, at the time of purchase,
has a term remaining to maturity in excess of 397 days, and that would cause the dollar-weighted
average maturity of the funds in the investment pool to exceed 90 days.

(b) All corporate and depository institution investments shall neet or exceed the following
credit rating criteria at time of purchase:

(1) Short-term debt shal be rated at least "A-1" by Standard & Poor's Corporation, "P-1" by
Moody's Investors Service, Inc., or "F-1" by Fitch Ratings. If the issuer of short-term debt has
also issued long-term debt, this long-term debt rating shall be rated at least "A," without regard
to +/- or 1, 2, 3 modifiers, by Standard & Poor's Corporation, Moody's Investors Service, Inc., or
Fitch Ratings.

(2) Long-term debt shall be rated at least "A," without regard to +/- or 1, 2, 3 modifiers, by
Standard & Poor's Corporation, Moody's Investors Service, Inc., or Fitch Ratings.

(c) No more than 5 percent of the total assets of the investments held by alocal agency may be
invested in the securities of any one issuer, except the obligations of the United States
government, United States government agencies, and United States government-sponsored
enterprises. No more than 10 percent may be invested in any one mutua fund.

(d) Where this section specifies a percentage limitation for a particular category of investment,
that percentage is applicable only at the date of purchase. A later increase or decrease in a
percentage resulting from a change in values or assets shall not congtitute a violation of that
restriction. If subsequent to purchase, securities are downgraded below the minimum acceptable
rating level, the securities shall be reviewed for possible sale within a reasonable amount of time
after the downgrade.

(e) Within the imitations set forth in this section, a local agency electing to invest its funds
pursuant to this section may invest in the following securities:

(1) Direct obligations of the United States Treasury or any other obligation guaranteed as to
principal and interest by the United States government.

(2) Bonds, notes, debentures, or any other obligations of, or securities issued by, any federa
government agency, instrumentality, or government-sponsored enterprise.

(3) Registered state warrants or treasury notes or bonds of this state, including bonds payable
solely out of the revenues from a revenue-producing property owned, controlled, or operated by
the state or by a department, board, agency, or other entity of the state.



(4) Bonds, notes, warrants, or other indebtedness of the local agency, or any local agency
within this state, including bonds payable solely out of the revenues from a revenue-producing
property owned, controlled, or operated by the local agency, or by a department, board, agency,
or authority of the local agency.

(5) Bankers acceptance, otherwise known as bills of exchange or time drafts drawn on and
accepted by a commercia bank, primarily used to finance international trade. Purchases of
bankers acceptances may not exceed 180 days to maturity.

(6) Short-term unsecured promissory notes issued by corporations for maturities of 270 days or
less. Eligible commercial paper is further limited to the following:

(A) I'ssuing corporations that are organized and operating within the United States, having total
assets in excess of five hundred million dollars ($500,000,000).

(B) Maturities for eligible commercial paper that may not exceed 270 days and may not
represent more than 10 percent of the outstanding paper of an issuing corporation.

(7) A certificate representing a deposit of funds at a commercia bank for a specified period of
time and for a specified return at maturity. Eligible certificates of deposit shall be issued by a
nationally or state-chartered bank or a state or federal association, as defined in Section 5102 of
the Financial Code, or by a state-licensed branch of a foreign bank. For purposes of this
subdivision, certificates of deposits shal not come within Article 2 (commencing with Section
53630), except that the amount so invested shall be subject to the limitations of Section 53638.
The legidative body of a local agency and the treasurer or other official of the local agency
having lega custody of the money may not invest local agency funds, or funds in the custody of
the local agency, in negotiable certificates of deposit issued by a state or federal credit union if a
member of the legidative body of the local agency, or any person with investment
decisionmaking authority in the administrative office, manager's office, budget office, auditor-
controller's office, or treasurer's office of the local agency also serves on the board of directors,
or any committee appointed by the board of directors, other credit committee or the supervisory
committee of the gate or federal credit union issuing the negotiable certificate of deposit.

(8) Repurchase agreements, reverse repurchase agreements, or securities lending agreements of
any securities authorized by this section, if the agreements meet the requirements of this
paragraph and the delivery requirements specified in Section 53601. Investments in repurchase
agreements may be made, on any investment authorized by this section, when the term of the
agreement does not exceed one year. The market vaue of the securities that underlay a
repurchase agreement shall be valued at 102 percent or greater of the funds borrowed against
those securities, and the value shall be adjusted no less than quarterly. Because the market value
of the underlying securities is subject to daily market fluctuations, the investments in repurchase
agreements shal be in compliance with this section if the value of the underlying securities is
brought back to 102 percent no later than the next business day. Reverse repurchase agreements
may be utilized only when all of the following criteria are met:

(A) The security being sold on reverse repurchase agreement or securities lending agreement
has been owned and fully paid for by the local agency for a minimum of 30 days prior to the
sde.

(B) The total of al reverse repurchase agreements on investments owned by the local agency
not purchased or committed to purchase does not exceed 20 percent of the market value of the
portfolio.



(C) The agreement does not exceed aterm of 92 days, unless the agreement includes a written
codicil guaranteeing a minimum earning or spread for the entire period between the sale of a
security using a reverse repurchase agreement and the final maturity date of the same security.

(D) Funds obtained or funds within the pool of an equivalent amount to that obtained from
selling a security to a counterparty by way of a reverse repurchase agreement or securities
lending agreement, may not be used to purchase another security with a maturity longer than 92
days from the initial settlement date of the reverse repurchase agreement or securities lending
agreement, unless the agreement includes a written codicil guaranteeing a minimum earning or
spread for the entire period between the sale of a security using a reverse repurchase agreement
or securities lending agreement and the final maturity date of the same security.

(E) Investments in reverse repurchase agreements or similar investments in which the local
agency sells securities prior to purchase with a simultaneous agreement to repurchase the
security, shall only be made with prior approval of the governing body of the local agency and
shal only be made with primary dealers of the Federal Reserve Bank of New York or with a
nationally or state-chartered bank thet has or has had a significant banking relationship with a
local agency.

"Securities,” for purposes of this paragraph, means securities of the same issuer, description,
issue date, and maturity.

(9) All debt securities issued by a corporation or depository institution with a remaining
maturity of not more than 397 days, including securities specified as "medium-term notes,” as
well as other debt instruments originally issued with maturities longer than 397 days, but which,
at time of purchase, have afina maturity of 397 days or less. Eligible medium-term notes shall
be issued by corporations organized and operating within the United States or by depository
ingtitutions licensed by the United States or any state and operating within the United States

(10) (A) Shares of beneficial interest issued by diversified management companies that invest
in the securities and obligations described in this subdivison and that comply with the
investment restrictions of this section. However, notwithstanding these restrictions, a
counterparty to areverse repurchase agreement shall not be required to be a primary dealer of the
Federal Reserve Bank of New York if the company's board of directors finds that the
counterparty presents a minimal risk of default. The value of the securities underlying a
repurchase agreement may be 100 percent of the sales price if the securities are marked to market
daily.

(B) Shares of beneficial interest issued by diversified management companies that are money
market funds registered with the Securities and Exchange Commission under the federal
Investment Company Act of 1940 (15 U.S.C. Sec. 80a-1 et seq.).

(C) All shares of beneficial interest described in this paragraph shall have met either of the
following criteria:

(i) Attained the highest ranking or the highest letter and numerica rating provided by not less
than two nationally recognized statistical rating organizations.

(i1) Retained an investment adviser registered or exempt from registration with the Securities
and Exchange Commission and who has not less than five years experience investing in money
market instruments and with assets under management in excess of five hundred million dollars
($500,000,000).

(11) Any mortgage passthrough security, collateralized mortgage obligation, mortgage-backed
or other paythrough bond, equipment |lease-backed certificate, consumer receivable passthrough
certificate, or consumer receivable-backed bond.



Securities eligible for investment under this paragraph shall be issued by an issuer having an
"A" or higher rating from the issuer's debt as provided by a nationally recognized rating service
and rated in a rating category of "AA" or its equivalent or better by a nationally recognized
rating.

(12) Contracts issued by insurance companies that provide the policyholder with the right to
receive afixed or variable rate of interest and the full return of principal at the maturity date.

(13) Any investments that would qualify under SEC Rule 2a-7 of the Investment Company Act
of 1940 guidelines. These investments shall also meet the limitations detailed in this section.

(f) For purposes of this section, al of the following definitions shall apply:

(1) "Repurchase agreement” means a purchase of securities pursuant to anagreement by which
the counterparty seller will repurchase the securities on or before a specified date and for a
specified amount and the counterparty will deliver the underlying securities to the local agency
by book entry, physical delivery, or by third-party custodial agreement.

(2) "Significant banking relationship” means any of the following activities of a bank:

(A) Involvement in the creation, sale, purchase, or retirement of a local agency's bands,
warrants, notes, or other evidence of indebtedness.

(B) Financing of alocal agency's securities or funds as deposits.

(C) Acceptance of alocal agency's securities or funds as deposits.

(3) "Reverse repurchase agreement” means a sale of securities by the local agency pursuant to
an agreement by which the local agency will repurchase the securities on or before a specified
date and includes other comparable agreements.

(4) "Securities lending agreement” means an agreement with a local agency that agrees to
transfer securities to a borrower who, in turn agrees to provide collateral to the local agency.
During the term of the agreement, both the securities and the collateral are held by a third party.
At the conclusion of the agreement, the securities are transferred back to the local agency in
return for the collateral.

(5) "Local agency" means a county or city and county.

(9) For purposes of this section, the base value of the local agency's pool portfolio shall be that
dollar amount obtained by totaling al cash balances placed in the pool by all pool participants,
excluding any amounts obtained through selling securities by way of reverse repurchase
agreements, or other similar borrowing methods.

(h) For purposes of this section, the spread is the difference between the cost of funds obtained
using the reverse repurchase agreement and the earnings obtained on the reinvestment of the
funds.

(1) This section shall remain in effect only until January 1, 2007, and as of that date is repealed,
unless a later enacted statute, that is enacted before January 1, 2007, deletes or extends that date.

53602. The legidative body shall invest only in notes, bonds, bills, certificates of indebtedness,
warrants, or registered warrants which are legal investments for savings banks in the State,
provided, that the board of supervisors of a county may, by a four-fifths vote thereof, invest in
notes, warrants or other evidences of indebtedness of public districts wholly or partly within the
county, whether or not such notes, warrants, or other evidences of indebtedness are legal
investments for savings banks.

53603. The legidative body may make the investment by direct purchase of any issue of eligible
securities at their original sale or after they have been issued.



53604. The legidative body may sell, or exchange for other eligible securities, and reinvest the
proceeds of, the securities purchased.

53605. From time to time, the legidative body shall sell the securities so that the proceeds may
be applied to the purposes for which the original purchase money was placed in the sinking fund
or the treasury of the local agency.

53606. The bonds purchased, which were issued by the purchaser, may be canceled either in
satisfaction or sinking fund obligations or otherwise. When canceled, they are no longer
outstanding, unless in its discretion, the legidative body holds then uncanceled. While held
uncanceled, the bonds may be resold.

53607. The authority of the legislative body to invest or to reinvest funds of alocal agency, or to
sell or exchange securities so purchased, may be delegated for a one-year period by the
legislative body to the treasurer of the loca agency, who shal thereafter assume full
responsibility for those transactions until the delegation of authority is revoked or expires, and
shall make a monthly report of those transactions to the legidative body. Subject to review, the
legidlative body may renew the delegation of authority pursuant to this section each year.

53608. The legidative body of alocal agency may deposit for safekeeping with a federal or state
association (as defined by Section 5102 of the Financial Code), a trust company or a state or
national bank located within this state or with the Federal Reserve Bank of San Francisco or any
branch thereof within this state, or with any Federal Reserve bank or with any state or national
bank located in any city designated as a reserve city by the Board of Governors of the Federal
Reserve System, the bonds, notes, bills, debentures, obligations, certificates of indebtedness,
warrants, or other evidences of indebtedness in which the money of the local agency is invested
pursuant to this article or pursuant to other legidative authority. The local agency shall take from
such financial institution a receipt for securities so degposited. The authority of the legidlative
body to deposit for safekeeping may be delegated by the legidative body to the treasurer of the
local agency; the treasurer shall not be responsible for securities delivered to and receipted for by
afinancia institution until they are withdrawn from the financia institution by the treasurer.

53609. Notwithstanding the provisions of this chapter or any other provisions of this code, funds
held by alocal agency pursuant to awritten agreement between the agency and employees of the
agency to defer a portion of the compensation otherwise receivable by the agency's employees
and pursuant to a plan for such deferral as adopted by the governing body of the agency, may be
invested in the types of investments set forth in Sections 53601 and 53602 of this code, and may
additionally be invested in corporate stocks, bonds, and securities, mutual funds, savings and
loan accounts, credit union accounts, life insurance policies, annuities, mortgages, deeds of trust,
or other security interests in real or personal property. Nothing herein shall be construed to
permit any type of investment prohibited by the Constitution.
Deferred compensation funds are public pension or retirement funds for the purposes of

Section 17 of Article XV of the Constitution.



GOVERNMENT CODE
SECTION 53630-53686

53630. Asused in this article:

(@) "Loca agency" means county, city, city and county, including a chartered city or county, a
community college district, or other public agency or corporation in this state.

(b) "Treasurer" means treasurer of the local agency.

(c) "Depository" means a state or national bank, savings association or federa association, a
state or federal credit union, or a federally insured industrial loan company, in this state in which
the moneys of alocal agency are deposited.

(d) "Agent of depository” means a trust company or trust department of a state or national bank
located in this state, including the trust department of a depository where authorized, and the
Federal Home Loan Bank of San Francisco, which is authorized to act as an agent of depository
for the purposes of this article pursuant to Section 53657.

(e) "Security" means any of the eligible securities or obligations listed in Section 53651.

(f) "Pooled securities’ means eligible securities held by an agent of depository for a depository
and securing deposits of one or more local agencies.

(9) "Administrator” means the Administrator of Local Agency Security of the State of
Cdlifornia.

(h) "Savings association or federal association” means a savings association, savings and loan
association, or savings bank as defined by Section 5102 of the Financial Code.

(i) "Federaly insured industrial loan company” means an industrial loan company licensed
under Division 7 (commencing with Section 18000) of the Financial Code, the investment
certificates of which are insured by the Federal Deposit Insurance Corporation.

(j) "Corporation” includes a limited liability company.

53630.1. The Legidature hereby finds that the solvency and creditworthiness of each individual
local agency can impact the solvency and creditworthiness of the state and other local agencies
within the state. Therefore, to protect the solvency and creditworthiness of the state and all of its
political subdivisions, the Legislature hereby declares that the deposit and investment of public
funds by local officials and local agenciesis an issue of statewide concern.

53630.5. (a) The definitionsin Section 1700 of, and Chapter 1 (commencing with Section 99) of
Division 1 of, the Financial Code apply to this section.

(b) In this article, for purposes of being a depository of moneys belonging to or being in the
custody of a local agency, the phrases "state or national bark located in this state,” "state or
national bank," "state or nationa bank in this state,” and "state or national banks in the state”
include, without limitation, any of the following:

(1) Any Cdlifornia branch office of aforeign (other state) state bank that the bank is authorized
to maintain under the law of its domicile and federa law.

(2) Any Cadlifornia branch office of a foreign (other state) national bank that the bank is
authorized to maintain under federa law.

(3) Any Cadlifornia branch office of a foreign (other nation) bank that the bank is licensed to
maintain under Article 3 (commencing with Section 1750) of Chapter 13.5 of Division 1 of the
Financial Code.



(4) Any Cadliforniafederal branch of aforeign (other nation) bank that the bank is authorized to
maintain under federal law.

53631. Under those conditions as the treasurer of alocal agency fixes with the approval of the
legislative body, he or she may establish accounts at banks within or without the state and
deposit money inthose accounts to the extent necessary to pay the principal and interest of bonds
to pay any warrant that has been presented for payment, or to fund any electronic disbursement
of funds from the treasury of the local agency. This article does not apply to deposits for those
purposes.

53632. There are three classes of deposits.
(@) Inactive deposits.
(b) Active deposits.
(c) Interest-bearing active deposits.

53632.5. There are three classes of security for deposits:

(a) Securities described in subdivision (m) of Section 53651.

(b) Securities described in subdivision (p) of Section 53651.

(c) Securities enumerated in Section 53651, except for those described in subdivisions (m) and
(p) of that section.

53633. The treasurer shall determine the amounts of money to be deposited as inactive, active,
and interest-bearing active deposits, except as otherwise provided in Section 53679.

53634. The treasurer may call in money from inactive deposits and place it in active deposits as
current demands require. When there is money in his possession for which there is no demand as
inactive deposits, he may place it as active deposits.

53635. (a) This section shall apply to alocal agency that is a county, a city and a county, or other
local agency that pools money in deposits or investments with other local agencies, including
local agencies that have the same governing body. However, Section 53601 shall apply to all
local agencies that pool money in deposits or investments exclusively with local agencies that
have the same governing body.

This section shall be interpreted in a manner that recognizes the distinct characteristics of
investment pools and the distinct administrative burdens on managing and investing funds on a
pooled basis pursuant to Article 6 (commencing with Section 27130) of Chapter 5 of Division 2
of Title 3.

A loca agency that is a county, a city and county, or other local agency that pools money in
deposits or investments with other agencies may invest in commercial paper purstant to
subdivision (g) of Section 53601, except that the local agency shall be subject to the following
concentration limits:

(1) No more than 40 percent of the local agency's money may be invested in eligible
commercia paper.

(2) No more than 10 percent of the local agency's money that may be invested pursuant to this
section may be invested in the outstanding commercial paper of any single issuer.



(3) No more than 10 percent of the outstanding commercial paper of any single issuer may be
purchased by the local agency.

(b) Notwithstanding Section 53601, the City of Los Angeles shall be subject to the
concentration limits of this section for counties and for cities and counties with regard to the
investment of money in eligible commercia paper.

53635.2. As far as possible, al money belonging to, or in the custody of, a local agency,
including money paid to the treasurer or other official to pay the principal, interest, or penalties
of bonds, shal be deposited for safekeeping in state or national banks, savings associations,
federal associations, credit unions, or federally insured industrial loan companies in this state
selected by the treasurer or other official having legal custody of the money; or may be invested
in the investments set forth in Section 53601. To be €eligible to receive local agency money, a
bank, savings association, federal association, or federally insured industrial 1oan company shall
have received an overall rating of not less than "satisfactory™ in its most recent evaluation by the
appropriate federal financial supervisory agency of its record of meeting the credit needs of
Californias communities, including low- and moderate-income neighborhoods, pursuant to
Section 2906 of Title 12 of the United States Code. Sections 53601.5 and 53601.6 shall apply to
all investments that are acquired pursuant to this section.

53635.7. In making any decision that involves borrowing in the amount of one hundred thousand
dollars ($100,000) or more, the legidative body of the local agency shall discuss, consider, and
deliberate each decision as a separate item of business on the agenda of its meeting as prescribed
in Chapter 9 (commencing with Section 54950). As used in this section, "borrowing" does not
include bank overdrafts or security lending.

53636. Money so deposited is deemed to be in the treasury of the local agency.

53637. The money shall be deposited in any bank, savings association or federal association,
state or federal credit union, or federally insured industrial loan company with the objective of
realizing maximum return, consistent with prudent financial management, except that money
shall not be deposited in any state or federal credit union if amember of the legidative body of a
local agency, or any person with investment decisionmaking authority of the administrative
office, manager's office, budget office, auditor-controller's office, or treasurer's office of the local
agency, also serves on the board of directors, or any committee appointed by the board of
directors, or the credit committee or supervisory committee, of the state or federal credit union.

53638. (a) The deposit shall not exceed the shareholder's equity of any depository bank. For the
purposes of this subdivision, shareholder's equity shall be determined in accordance with Section
118 of the Financial Code, but shall be deemed to include capital notes and debentures.

(b) The deposit shall not exceed the total of the net worth of any depository savings association
or federal association, except that deposits not exceeding atotal of five hundred thousand dollars
($500,000) may be made to a savings association or federal association without regard to the net
worth of that depository, if such deposits are insured or secured as required by law.

(c) The deposit to the share accounts of any regularly chartered credit union shall not exceed
the total of the unimpaired capital and surplus of the credit union, as defined by rule of the
Commissioner of Financial Institutions, except that the deposit to any credit union share account



in an amount not exceeding five hundred thousand dollars ($500,000) may be made if the share
accounts of that credit union are insured or guaranteed pursuant to Section 14858 of the
Financial Code or are secured as required by law.

(d) The deposit in investment certificates of a federally insured industrial loan company shall
not exceed the total of the unimpaired capital and surplus of the insured industrial loan company.

53639. Except as otherwise provided in Section 53682, the depository shall bear the expenses of
trangportation of money to and from the depository.

53640. Except as otherwise provided in Section 53682, the depository shall handle, collect, and
pay al checks, drafts, and other exchange without cost to the local agency.

53641. When money is deposited in a depository, the treasurer or other authorized officia shall
take and preserve areceipt, certificate of deposit, or other evidence of the deposit as he or she

requires.

53642. The money deposited may be drawn out by check or order of the treasurer or other
official authorized to make such deposit.

53643. The treasurer may deposit any part of the money as agreed upon between the treasurer
and the depository.

53644. If an agreement is not made:

(&) Active deposits and interest thereon are subject to withdrawa upon the demand of the
treasurer or other authorized official, subject to any penalties which may be prescribed by federa
law or regulation.

(b) Inactive deposits are subject to notice of at least thirty days before withdrawal.

53645. Interest shall be computed and paid by the depository, as follows:

(a) For active deposits upon which interest is payable, interest shall be computed on the
average daily balance for the caendar quarter, and shall be paid quarterly.

(b) For inactive deposits, interest shall be computed on a 360-day basis, and shall be paid
quarterly.

53646. (a) (1) In the case of county government, the treasurer may annually render to the board
of supervisors and any oversight committee a statement of investment policy, which the board
shall review and approve at a public meeting. Any change in the policy shall also be reviewed
and approved by the board at a public meeting.

(2) In the case of any other local agency, the treasurer or chief fiscal officer of the local agency
may annually render to the legidative body of that local agency and any oversight committee of
that local agency a statement of investment policy, which the legidlative body of the local agency
shal consider at a public meeting. Any change in the policy shall aso be considered by the
legidative body of the local agency at a public meeting.

(b) (1) The treasurer or chief fiscal officer may render a quarterly report to the chief executive
officer, the interna auditor, and the legidlative body of the local agency. The quarterly report
shall be so submitted within 30 days following the end of the quarter covered by the report.



Except as provided in subdivisions (e) and (f), this report shall include the type of investment,
issuer, date of maturity par and dollar amount invested on al securities, investments and moneys
held by the local agency, and shall additionally include a description of any of the local agency's
funds, investments, or programs, that are under the management of contracted parties, including
lending programs. With respect to al securities held by the local agency, and under management
of any outside party that is not also a local agency or the State of California Local Agency
Investment Fund, the report shall also include a current market value as of the date of the report,
and snall include the source of this same valuation.

(2) The quarterly report shall state compliance of the portfolio to the statement of investment
policy, or manner in which the portfolio is not in compliance.

(3) The quarterly report shall include a statement denoting the ability of the local agency to
meet its pool's expenditure requirements for the next six months, or provide an explanation as to
why sufficient money shall, or may, not be available.

(4) In the quarterly report, a subsidiary ledger of investments may be used in accordance with
accepted accounting practices.

(c) Pursuant to subdivision (b), the treasurer or chief fiscal officer shall report whatever
additional information or data may be required by the legidative body of the local agency.
(d) The legidative body of a local agency may elect to require the report specified in
subdivision (b) to be made on a monthly basis instead of quarterly.

(e) For loca agency investments that have been placed in the Local Agency Investment Fund,
created by Section 16429.1, in Nationa Credit Union Share Insurance Fund-insured accounts in
a credit union, in accounts insured or guaranteed pursuant to Section 14858 of the Financial
Code, or in Federal Deposit Insurance Corporation-insured accounts in a bank or savings and
loan association, in a county investment pool, or any combination of these, the treasurer or chief
fiscal officer may supply to the governing body, chief executive officer, and the auditor of the
local agency the most recent statement or statements received by the local agency from these
ingtitutions in lieu of the information required by paragraph (1) of subdivision (b) regarding
investments in these institutions.

(f) The treasurer or chief fiscal officer shall not be required to render a quarterly report, as
required by subdivision (b), to a legidative body or any oversight committee of a school district
or county office of education for securities, investments, or moneys held by the school district or
county office of education in individual accounts that are less than twenty-five thousand dollars
($25,000).

(g) Except as provided in subdivisions (h) and (i), each city, county, or city and county shall
submit copies of its second and fourth quarter reports to the California Debt and Investment
Advisory Commission within 60 days after the close of the second and fourth quarters of each
calendar year. Any city, county, or city and county not required to submit a report pursuant to
subdivision (h) or (i) shall file with the commission a written statement within 60 days of the end
of the second and fourth quarters of the calendar year stating the distribution and amount of its
investment portfolio and that it is therefore not subject to this reporting requirement. This
subdivision shall become inoperative on January 1, 2007.

(h) A city shall not be required to submit a quarterly report to the commission if, during the
entire reporting period, the city has maintained 100 percent of its investment portfolio in (1) the
treasury of the county in which it is located for investment by the county treasurer pursuant to
Section 53684, (2) the Local Agency Investment Fund created by Section 16429.1, (3) Nationa
Credit Union Share Insurance Fund-insured accounts in a credit union, in accounts insured or



guaranteed pursuant to Section 14858 of the Financial Code, or in Federal Deposit Insurance
Corporation-insured accounts in a bank or savings and loan association, or (4) in any
combination of these.

() A county or city and county shall not be required to submit a quarterly report to the
commission if, during the entire reporting period, the county has maintained 100 percent of its
investment portfolio in (1) the Local Agency Investment Fund created by Section 16429.1, (2)
National Credit Union Share Insurance Fund-insured accounts in a credit union, in accounts
insured or guaranteed pursuant to Section 14858 of the Financial Code, or in Federal Deposit
Insurance Corporation-insured accounts in a bank or savings and loan association, or (3) in any
combination of these.

(1) The city, county, or city and county investor of any public funds, no later than 60 days after
the close of the second quarter of each calendar year and 60 days after the subsequent
amendments thereto, shall provide the statement of investment policy required pursuant to this
section, to the California Debt and Investment Advisory Commission.

(K) In recognition of the state and local interests served by the actions made optiona in
subdivisions (a) and (b), the Legislature encourages the local agency officials to continue taking
the actions formerly mandated by this section. However, nothing in this subdivison may be
construed to impose any liability on a local agency that does not continue to take the formerly
mandated action.

53647. (a) Interest on all money deposited belongs to, and shall be paid quarterly into the general
fund of, the local agency represented by the officer making the deposit, unless otherwise directed
by law.

(b) Notwithstanding the provisions of subdivision (a), and except as otherwise directed by law,
if the governing body of the local agency represented by the officer making the deposit so
directs, such interest shall be paid to the fund which contains the principal on which the interest
accrued.

53647.5. Notwithstanding any other provision of law, interest earned on any bal money
deposited in a bank account pursuant to Section 1463.1 of the Penal Code and Section 53679 of
this code shall, if the board of supervisors so directs, be allocated for the support of the courtsin
that county.

53648. Notwithstanding this article, the treasurer may deposit moneys in, and enter into contracts
with, a state or national bank, savings association or federa association, federa or state credit
union, or federaly insured industrial loan company, pursuant to a federal law or a rule of a
federal department or agency adopted pursuant to the law if the law or rule conflicts with this
article in regulating the payment of interest on deposits of public moneys by any of the
following:

(a) Banks which are Federal Reserve System members or whose deposits are insured by the
Federal Deposit Insurance Corporation.

(b) Savings associations or federal associations which are federa home loan bank members or
whose deposits are insured by the Federal Savings and Loan Insurance Corporation.

(c) State or federal credit unions whose accounts are insured by the Naiona Credit Union
Share Insurance Fund or guaranteed by the California Credit Union Share Guaranty Corporation
or insured or guaranteed pursuant to Section 14858 of the Financia Code, unless a member of



the legidlative body of aloca agency, or any person with investment decisionmaking authority
of the administrative office, manager's office, budget office, auditor-controller's office, or
treasurer's office of the local agency, also serves on the board of directors, or any committee
appointed by the board of directors, or the credit committee or supervisory committee, of the
state or federal credit union.

(d) A federally insured industrial loan company.

53648.5. Upon the removal by federal law of the conflicting federal law or rule the agreement
between the treasurer or other authorized official and a depository may be terminated by either

party.

53649. The treasurer is responsible for the safekeeping of money in his or her custody and shall
enter into any contract with a depository relating to any deposit which in his or her judgment is
to the public advantage. The depository, and the agent of depository to the extent the agent of
depository has been notified of deposits and the amount thereof, are responsible for securing
moneys deposited pursuant to such a contract in accordance with Section 53652. One copy of
each contract shall be filed with the auditor, controller, secretary, or corresponding officer of the
local agency. The contract shall:

(8) Fix the duration of deposits, if appropriate.

(b) Fix the interest rate, if any.

(c) Provide conditions for withdrawal and repayment.

(d) Provide for placement of pooled securities in a named agent of depository in accordance
with Section 53656.

(e) Grant authority for agent of depository © place securities for safekeeping in accordance
with Section 53659.

(f) Set forth in accordance with Section 53665 the conditions upon which the administrator
shall order pooled securities converted into money for the benefit of the local agency, and the
procedure therefor.

(9) Provide for compliance in al respects with the provisons of this article and other
applicable provisions of law.

(h) Provide, upon notice to the treasurer from the administrator, that a treasurer may withdraw
deposits in the event a depository fails to pay the assessments, fines, or penalties assessed by the
administrator or may withdraw authorization for the placement of pooled securities in an agent of
depository in the event that the agent of depository fails to pay the fines or penalties assessed by
the administrator.

53651. Eligible securities are any of the following:

(a) United States Treasury notes, bonds, bills or certificates of indebtedness, or obligations for
which the faith and credit of the United States ae pledged for the payment of principal and
interest, including the guaranteed portions of small business administration loans, so long as the
loans are obligations for which the faith and credit of the United States are pledged for the
payment of principal and interest.

(b) Notes or bonds or any obligations of aloca public agency (as defined in the United States
Housing Act of 1949) or any obligations of a public housing agency (as defined in the United
States Housing Act of 1937) for which the faith and credit of the United States are pledged for
the payment of principal and interest.



(c) Bonds of this state or of any local agency or district of the State of California having the
power, without limit as to rate or amount, to levy taxes or assessmerts to pay the principal and
interest of the bonds upon all property within its boundaries subject to taxation or assessment by
the local agency or district, and in addition, limited obligation bonds pursuant to Article 4
(commencing with Section 50665) of Chapter 3 of Division 1, senior obligation bonds pursuant
to Article 5 (commencing with Section 53387) of Chapter 2.7, and revenue bonds and other
obligations payable solely out of the revenues from a revenue-producing property owned,
controlled or operated by the state, local agency or district or by a department, board, agency or
authority thereof.

(d) Bonds of any public housing agency (as defined in the United States Housing Act of 1937,
as amended) as are secured by a pledge of annual contributions under an annual contribution
contract between the public housing agency and the Public Housing Administration if such
contract shall contain the covenant by the Public Housing Administration which is authorized by
subsection (b) of Section 22 of the United States Housing Act of 1937, as amended, and if the
maximum sum and the maximum period specified in the contract pursuant to that subsection
22(b) shall not be less than the annual amount and the period for payment which are requisite to
provide for the payment when due of all installments of principal and interest on the obligations.

(e) Registered warrants of this stete.

(f) Bonds, consolidated bonds, collateral trust debentures, consolidated debentures, or other
obligations issued by the United States Postal Service, federal land banks or federal intermediate
credit banks established under the Federal Farm Loan Act, as amended, debentures and
consolidated debentures issued by the Central Bank for Cooperatives and banks for cooperatives
established under the Farm Credit Act of 1933, as amended, consolidated obligations of the
federa home loan banks established under the Federal Home Loan Bank Act, bonds, debentures
and other obligations of the Federal National Mortgage Association or of the Governmert
National Mortgage Association established under the National Housing Act, as amended, bonds
of any federal home loan bank established under that act, bonds, debentures and other obligations
of the Federal Home Loan Mortgage Corporation established under the Emergency Home
Finance Act of 1970, and obligations of the Tennessee Valley Authority.

(g) Notes, tax anticipation warrants or other evidence of indebtedness issued pursuant to
Article 7 (commencing with Section 53820), Article 7.5 (commencing with Section 53840) or
Article 7.6 (commencing with Section 53850) of this Chapter 4.

(h) State of California notes.

(i) Bonds, notes, certificates of indebtedness, warrants or other obligations issued by: (1) any
state of the United States (except this state), or the Commonwealth of Puerto Rico, or any local
agency thereof having the power to levy taxes, without limit as to rate or amount, to pay the
principal and interest of such obligations, or (2) any state of the United States (except this state),
or the Commonwealth of Puerto Rico, or a department, board, agency or authority thereof except
bonds which provide for or are issued pursuant to a law which may contemplate a subsequent
legidlative appropriation as an assurance of the continued operation and solvency of the
department, board, agency or authority but which does not constitute a valid and binding
obligation for which the full faith and credit of such state or the Commonwealth of Puerto Rico
are pledged, which are payable solely out of the revenues from a revenue-producing source
owned, controlled or operated thereby; provided the obligations issued by an entity described in
(1), above, are rated in one of the three highest grades, and such obligations issued by an entity
described in (2), above, are rated in one of the two highest grades by a nationally recognized



investment service organization that has been engaged regularly in rating state and municipal
issues for a period of not less than five years.

() Obligations issued, assumed or guaranteed by the International Bank for Reconstruction and
Development, Inter-American Development Bank, the Government Development Bank of Puerto
Rico, the Asian Development Bank, the International Finance Corporation, or the African
Development Bank.

(k) Participation certificates of the Export-Import Bank of the United States.

(1) Bonds and notes of the California Housing Finance Agency issued pursuant to Chapter 7
(commencing with Section 51350) of Part 3 of Division 31 of the Health and Safety Code.

(m) Promissory notes secured by first mortgages and first trust deeds which comply with
Section 53651.2.

(n) Any bonds, notes, warrants, or other evidences of indebtedness of a nonprofit corporation
issued to finance the construction of a school building or school buildings pursuant to a lease or
agreement with a school district entered into in compliance with the provisions of Section 39315
or 81345 of the Education Code, and also any bonds, notes, warrants or other evidences of
indebtedness issued to refinance those bonds, notes, warrants, or other evidences of indebtedness
as specified in Section 39317 of the Education Code.

(o) Any municipal securities, as defined by Section 3(a)(29) of the Securities Exchange Act of
June 6, 1934, (15 U.S.C. Sec. 78, as amended), which are issued by this state or any local agency
thereof.

(p) With the consent of the treasurer, letters of credit issued by the Federal Home Loan Bank of
San Francisco which comply with Section 53651.6.

53651.2. (a) To be an €ligible security under subdivision (m) of Section 53651, a promissory
note placed in a securities pool on or after January 1, 1987, shall comply with all of the following
provisions:

(1) Each promissory note shall be secured by a first mortgage or first trust deed on improved 1
to 4 unit residential real property located in California, shall be fully amortized over the term of
the note, and shall have a term of no more than 30 years. Any first mortgage or first trust deed
which secures a promissory note providing for negative amortization shall be removed from the
securities pool and replaced with an eligible security under subdivision (m) of Section 53651 if
the loan to value ratio exceeds 85 percent of the original appraised value of the security property
as a consequence of negative amortization.

(2) Each promissory note shall be digible for sae to the Federal National Mortgage
Association, the Government National Mortgage Association, or the Federal Home Loan
Mortgage Corporation; provided, however, that up to 25 percent of the total dollar amount of any
promissory note securities pool established pursuant to Section 53658 may consist of promissory
notes with loan amounts which exceed the maximum amounts eligible for purchase by the
Federal National Mortgage Association, the Government National Mortgage Association, or the
Federal Home Loan Mortgage Corporation, but which do not exceed: (i) five hundred thousand
dollars ($500,000) in the case of a single family dwelling; (ii) one million dollars ($1,000,000) in
the case of a2, 3, or 4 unit dwelling.

(b) The following shall not constitute eligible securities under subdivision (m) of Section
53651:
(1) Any promissory note on which any payment is more than 60 days past due.



(2) Any promissory rote secured by a mortgage or deed of trust as to which thereis alien prior
to the mortgage or deed of trust. For the purposes of this paragraph, no lien specified in Section
766 of the Financial Code shall be considered a prior encumbrance unless any installment or
payment thereunder (other than arental or royalty under alease) is due and delinquent.

(3) Any promissory note secured by a mortgage or deed of trust as to which a notice of default
has been recorded pursuant to Section 2924 of the Civil Code or an action has been commenced
pursuant to Section 725a of the Code of Civil Procedure.

(c) The depository may exercise, enforce, or waive any right granted to it by the promissory
note, mortgage, or deed of trust.

(d) For purposes of this article, the market value of a promissory note which is an digible
security under subdivison (m) of Section 53651, shall be determined in accordance with the
regulations adopted by the Treasurer under paragraph (2) of subdivision (m) of Section 53651, as
the regulations and statute were in effect on December 31, 1986. However, if and when
regulations on the subject are adopted by the administrator, the market value shall be determined
in accordance with those regulations of the administrator.

53651.4. (a) A depository that uses eligible securities of the class described in subdivision (m) of
Section 53651 shall, within 90 days after the close of each calendar year or within a longer
period

as the administrator may specify, file with the administrator a report of an independent certified
public accountant regarding compliance with this article and with regulations and orders issued
by the administrator under this article with respect to eligible securities of that class. The report
shal be based upon the audit, shall contain the information, and shall be in the form the
administrator may prescribe. The depository shall provide a copy of the report to the treasurer on
request.

(b) If a depository that is a state bank files with the administrator, not less than 90 days before
the beginning of the calendar year, a notice that it elects to be examined by the administrator
instead of filing a report of an independent certified public accountant under subdivision (a) for
that calendar year, the depository shall be exempt from subdivision (a) for that calendar year and
shall for that calendar year be subject to examination by the administrator regarding compliance
with this article and with regulations and orders under this article with respect to eligible
securities of the class described in subdivision (m) of Section 53651. The administrator shall
provide a report to a treasurer with deposits in the examined state bank upon request of the
treasurer.

(c) A national bank may apply to the administrator to be examined, and the administrator, in
his or her discretion, may examine a nationa bank for the purposes of satisfying the
requirements of
subdivision (a). The administrator shal provide a report to a treasurer with deposits in the
examined national bank upon request of the treasurer.

(d) Whenever the administrator examines a depository pursuant to subdivision (b) or (c), the
depository shall pay, within 30 days after receipt of a statement from the administrator, a fee of
seventy-five dollars ($75) per hour for each examiner engaged in the examination.

53651.6. () To be an dligible security under subdivision (p) of Section 53651, aletter of credit
shall be in such form and shall contain such provisions as the administrator may prescribe, and
shdll include all of the following terms:



(1) The administrator shall be the beneficiary of the letter of credit.

(2) The letter of credit shall be clean and irrevocable and shall provide that the administrator
may draw upon it up to the total amount in the event of the failure of the depository savings
association or federal association or if the depository savings association or federal association
refuses to permit the withdrawal of funds by a treasurer.

53652. To secure active or inactive deposits a depository shall at all times maintain with the
agent of depository dligible securities in securities pools, pursuant to Sections 53656 and 53658,
in the amounts specified in this section. Uncollected funds shall be excluded from the amount
deposited in the depository when determining the security requirements for the deposits.

(a) Eligible securities, except eligible securities of the classes described in subdivisions (m)
and (p) of Section 53651, shall have a market value of at least 10 percent in excess of the total
amount of all deposits of a depository secured by the eligible securities.

(b) Eligible securities of the class described in subdivision (m) of Section 53651 shall have a
market value at least 50 percent in excess of the total amount of all deposits of a depository
secured by those ligible securities.

(c) Eligible securities of the class described in subdivision (p) of Section 53651 shall have a
market value of at least 5 percent in excess of the total amount of all deposits of a depository
secured by those dligible securities. For purposes of this article, the market value of a letter of
credit which is an eligible security under subdivision (p) of Section 53651 shall be the amount of
credit stated in the letter of credit.

53653. When in his or her discretion local conditions so warrant, the treasurer may waive
security for the portion of any deposits as is insured pursuant to federal law, notwithstanding this
article. For deposits equivalent to and not less than the maximum amount insured purstant to
federal law for which a treasurer has waived security under this section, a treasurer at his or her
discretion may also waive security for the interest accrued on the deposits which, when added to
the deposits, would cause the sum of the interest and deposits to exceed the maximum amount
insured pursuant to federal law, provided that the interest is computed by the depository on the
average daily balance of the deposits, paid monthly and computed on a 360-day basis.

53654. (a) The depository may add securities to the pool or substitute securities of equal value
for those in the pool at any time, but shall not interchange classes of security, as defined in
Section 53632.5, without prior approval of the treasurer.

(b) Withdrawal of securities from the pool without replacement at equal value may be ordered
only by two duly authorized officers or employees of the depository who satisfy the requirements
as may be set by the administrator.

(c) The agent of depository is responsible for the safekeeping and disbursement of securities
placed in its custody by a depository. It shall release securities only upon presentation by the
depository of the most reasonably current statement of the total deposits subject to this article
held by the depository, such statement to be verified and countersigned by two duly authorized
officers, other than those who ordered the withdrawal of securities. A copy of this statement shall
be forwarded to the administrator concurrently by the agent of depository.

53655. A placement of securities by a depository with an agent of depository pursuant to this
article shall have the effect of perfecting a security interest in those securities in the loca



agencies having deposits in that depository notwithstanding provisions of the Uniform
Commercial Code to the contrary and notwithstanding that the agent of depository may be the
trust department of the depository.

53656. (a) At the time the treasurer enters into a contract with the depository pursuant to Section
53649, he or she $al authorize the agent of depository designated by the depository, but
including the trust department of the depository only when acceptable to both the treasurer and
the depository, to hold securities of the depository in accordance with this article to secure the
deposit of the local agency.

(b) Only those trust companies and trust departments, or the Federal Home Loan Bank of San
Francisco, which have been authorized by the administrator pursuant to Section 53657 shall be
authorized by treasurersto act as agents of depository.

(c) The securities are subject to order of the depository in accordance with Section 53654
except when the provisions of subdivision (i) of Section 53661 and Section 53665 are in effect.

(d) An agent of depository shall not release any security held to secure alocal agency deposit
in a depository unless the administrator issues an order authorizing the release where either of
the following occurs:

(1) A state or federal regulatory agency has taken possession of the depository.

(2) A conservator, receiver, or other legal custodian has been appointed for the depository.

53657. (a) No person shall act as an agent of depository unless that person is a trust company
located in this state, the trust department of a bank located in this state, or the Federal Home
Loan Bank of San Francisco, and is authorized by the administrator to act as an agent of
depository.

(b) (1) An application for authorization shall be in such form, shall contain such information,
shall be signed in such manner, and shal (if the administrator so requires) be verified in such
manner, as the administrator may prescribe.

(2) The fee for filing an application for authorization with the administrator shall be five
hundred dollars ($500).

(3) If the administrator finds, with respect to an application for authorization, that the applicant
IS competent to act as an agent of depository and that it is reasonable to believe the applicant will
comply with al applicable provisions of this article and of any regulation or order issued under
this article, the administrator shall approve the application. If the administrator finds otherwise,
the administrator shall deny the application.

(4) When an application for authorization has been approved, the goplicant shall file with the
administrator an agreement to comply with all applicable provisions of this article and of any
regulation or order issued under this article. The agreement shall be in such form, shall contain
such provisions, and shall be signed in such manner as the administrator may prescribe.

(5) When an application for authorization has been approved, the applicant has complied with
paragraph (4), and al conditions precedent to authorizing the applicant to act as agent of
depository have been fulfilled, the administrator shall authorize the applicant to act as agent of
depository.

53658. An agent of a depository may hold and pool securities to secure deposits for one or more
depositories pursuant to Section 53656, but shall maintain a separate pool for each said
depository. Each local agency shall have an undivided security interest in the pooled securitiesin



the proportion that the amount of its deposits bears to the total amount of deposits secured by the
pooled securities.

53659. Whenever an agent of depository accepts securities pursuant to Section 53656 it may,
with the authorization of the depository, place such securities for safekeeping with a Federal
Reserve Bank or branch thereof or with any bank located in a city designated as areserve city by
the Board of Governors of the Federal Reserve System or with the Federal Home Loan Bank of
San Francisco or with a trust company located in this state. Authority for such placement
together with the names of the banks or, including the Federa Home Loan Bank of San
Francisco, trust companies to be so used, shall be contained in the contract between the treasurer
and the depository required in Section 53649.

53660. When deposits of a local agency are secured by pooled securities pursuant to Section
53656, the agent of depository shall make available to the treasurer for review at a mutually
agreed upon time and location all of the following information which may be in the form of a
copy of the report required in subdivision (€) of Section53661:

(@) A certification that there are securities in the pool in the amounts required by Section 53652
to secure deposits.

(b) A certified report of the individual securities then on deposit in the pool with the location
and total market value thereof.

(c) Thetotal amount of deposits then reported by the depository to be secured by the pool.

53661. (&) The Commissioner of Financia Institutions shall act as Administrator of Local
Agency Security and shall be responsible for the administration of Sections 53638, 53651,
53651.2, 53651.4, 53651.6, 53652, 53654, 53655, 53656, 53657, 53658, 53659, 53660, 53661,
53663, 53664, 53665, 53666, and 53667.

(b) The administrator shall have the powers necessary or convenient to administer and enforce
the sections specified in subdivision (a).

(c) (1) The administrator shall issue regulations consistent with law as the administrator may
deem necessary or advisable in executing the powers, duties, and responsibilities assigned by this
article. The regulations may include regulations prescribing standards for the valuation,
marketability, and liquidity of the eligible securities of the class described in subdivision (m) of
Section 53651, regulations prescribing procedures and documentation for adding, withdrawing,
substituting, and holding pooled securities, and regulations prescribing the form, content, and
execution of any application, report, or other document called for in any of the sections specified
in subdivision (&) or in any regulation or order issued under any of those sections.

(2) The administrator, for good cause, may waive any provision of any regulation adopted
pursuant to paragraph (1) or any order issued under this article, where the provision is not
necessary in the public interest.

(d) The administrator may enter into any contracts or agreements as may be necessary,
including joint underwriting agreements, to sell or liquidate eligible securities securing local
agency deposits in the event of the failure of the depository or if the depository fails to pay all or
part of the deposits of alocal agency.

(e) The administrator shall require from every depository a report certified by the agent of
depository listing al securities, and the market value thereof, which are securing local agency
deposits together with the total deposits then secured by the pool, to determine whether there is



compliance with Section 53652. These reports may be required whenever deemed necessary by
the administrator, but shall be required at least four times each year at the times designated by
the Comptroller of the Currency for reports from national banking associations. These reports
shall be filed in the office of the administrator by the depository within 20 business days of the
date the administrator calls for the report.

(f) The administrator may have access to reports of examination made by the Comptroller of
the Currency insofar as the reports relate to national banking association trust department
activities which are subject to this article.

(9) (1) The administrator shall require the immediate substitution of an eligible security, where
the subdtitution is necessary for compliance with Section 53652, if (i) the administrator
determines that a security listed in Section 53651 is not qualified to secure public deposits, or (ii)
a treasurer, who has deposits secured by the securities pool, provides written notice to the
administrator and the administrator confirms that a security in the pool is not qualified to secure
public deposits.

(2) The failure of a depository to substitute securities, where the administrator has required the
substitution, shall be reported by the administrator promptly to those treasurers having money on
deposit in that depository and, in addition, shall be reported as follows:

(A) When that depository is a nationa bank, to the Comptroller of the Currency of the United
States.

(B) When that depository is a state bank, to the Commissioner of Financial Institutions,

(C) When that depository is afederal association, to the Office of Thrift Supervision.

(D) When that depository is a savings association, to the Commissioner of Financial
Institutions.

(E) When that depository is a federal credit union, to the National Credit Union
Administration.

(F) When that depository is a state credit union or a federally insured industrial loan company,
to the Commissioner of Financial Institutions.

(h) The administrator may require from each treasurer a registration report and at appropriate
times a report stating the amount and location of each deposit together with other information
deemed necessary by the administrator for effective operation of this article. The facts recited in
any report from a treasurer to the administrator are conclusively presumed to be true for the
single purpose of the administrator fulfilling responsibilities assigned to him or her by this article
and for no other purpose.

() () If, after notice and opportunity for hearing, the administrator finds that any depository or
agent of depository has violated or is violating, or that there is reasonable cause to believe that
any depository or agent of depository is about to violate, any of the sections specified in
subdivision (&) or any regulation or order issued under any of those sections, the administrator
may order the depository or agent of depository to cease and desist from the violation or may by
order suspend or revoke the authorization of the agent of depository. The order may require the
depository or agent of depository to take affirmative action to correct any condition resulting
from the violation.

(2) (A) If the administrator makes any of the findings set forth in paragraph (1) with respect to
any depository or agent of depository and, in addition, finds that the violation or the continuation
of the violation is likely to seriously prejudice the interests of treasurers, the administrator may
order the depository or agent of depository to cease and desist from the violation or may suspend
or revoke the authorization of the agent of depository. The order may require the depository or



agent of depository to take affirmative action to correct any condition resulting from the
violation.

(B) Within five business days after an order is issued under subparagraph (A), the depository
or agent of depository may file with the administrator an application for a hearing on the order.
The
administrator shall schedule a hearing at least 30 days, but not more than 40 days, after receipt of
an application for a hearing or within a shorter or longer period of time agreed to by a depository
or an agent of depository. If the administrator fails to schedule the hearing within the specified or
agreed to time period, the order shall be deemed rescinded. Within 30 days after the hearing, the
administrator shall affirm, modify, or rescind the order; otherwise, the order shall be deemed
rescinded. The right of a depository or agent of depository to which an order is issued under
subparagraph (A) to petition for judicial review of the order shall not be affected by the failure of
the depository or agent of depository to apply to the administrator for a hearing on the order
pursuant to this subparagraph.

(3) Whenever the administrator issues a cease and desist order under paragraph (1) or (2), the
administrator may in the order restrict the right of the depository to withdraw securities from a
security pool; and, in that event, both the depository to which the order is directed and the agent
of depository which holds the security pool shall comply with the restriction.

(4) In case the administrator issues an order under paragraph (1) or (2) suspending or revoking
the authorization of an agent of depository, the administrator may order the agent of depository
at its own expense to transfer all pooled securities held by it to such agent of depository as the
administrator may designate in the order. The agent of depository designated in the order shall
accept and hold the pooled securities in accordance with this article and regulations and orders
issued under this article.

() In the discretion of the administrator, whenever it appears to the administrator that any
person has violated or is violating, or that there is reasonable cause to believe that any person is
about to violate, any of the sections specified in subdivision (@) or any regulation or order issued
thereunder, the administrator may bring an action in the name of the people of the State of
California in the superior court to enjoin the violation or to enforce compliance with those
sections or any regulation or order issued thereunder. Upon a proper showing a permanent or
preliminary injunction, restraining order, or writ of mandate shall be granted, and the court may
not require the administrator to post a bond.

(k) In addition to other remedies, the administrator shall have the power and authority to
impose the following sanctions for noncompliance with the sections specified in subdivision (@)
after a hearing if requested by the party deemed in noncompliance. Any fine assessed pursuant to
this subdivision shall be paid within 30 days after receipt of the assessment.

(1) Assess against and collect from a depository a fine not to exceed two hundred fifty dollars
($250) for each day the depository fails to maintain with the agent of depository securities as
required by Section 53652.

(2) Assess against and collect from a depository a fine not to exceed one hundred dollars
($100) for each day beyond the time period specified in subdivision (b) of Section 53663 the
depository negligently or willfully fails to file in the office of the administrator a written report
required by that section.

(3) Assess against and collect from a depository a fine not to exceed one hundred dollars
($100) for each day beyond the time period specified in subdivision (€) that a depository



negligently or willfully fails to file in the office of the administrator a written report required by
that subdivision.

(4) Assess and collect from an agent of depository a fine not to exceed one hundred dollars
($100) for each day the agent of depository fails to comply with any of the applicable sections
specified in subdivision (a) or any applicable regulation or order issued thereunder.

() (1) In the event that a depository or agent of depository fails to pay a fine assessed by the
administrator pursuant to subdivision (k) within 30 days of receipt of the assessment, the
administrator may assess and collect an additional penalty of 5 percent of the fine for each month
or part thereof that the payment is delinquent.

(2) If a depository fails to pay the fines or penalties assessed by the administrator, the
administrator may notify local agency treasurers with deposits in the depository.

(3) If an agent of depository failsto pay the fines or penalties assessed by the administrator, the
administrator may notify local agency treasurers who have authorized the agent of depository as
provided in Sections 53649 and 53656, and may by order revoke the authorization of the agent of
depository as provided in subdivision (i).

(m) The amendments to this section enacted by the Legislature during the 1999-2000 Regular
Session shall become operative on January 1, 2001.

53663. () Each agent of depository shall report in writing to the administrator within two
business days after any withdrawal, substitution or addition of pooled securities and shall state
the name and market value of the securities withdrawn, substituted or added together with the
total deposits then secured by the pool. This information shall be avallable from the
administrator to the treasurer upon request.

(b) Each depository shall report in writing to the administrator weekly, giving the total amount
of all deposits held by such depository pursuant to this article. Such report shall be as of close of
business on Wednesday of each week and shall be delivered to the office of the administrator or
deposited in the United States mail, postage prepaid, addressed to the office of the administrator,
within five business days. Where there has occurred no change in the deposits required to be held
by the depository pursuant to this article, the report required by this subdivision need only state
that fact.

53664. The individual reports specified in Sections 53654, 53660, 53661, and 53663 are not
public documents ard are not open to inspection by the public.

53665. If a depository fails to pay all or part of the deposits of a local agency secured by pooled
securities in accordance with the contract provided for in Section 53649, and on demand of its
treasurer or other authorized official and the treasurer files a report with the administrator, or if
the depository fails:

(a@) In case the pooled securities consist of securities other than securities of the class described
in subdivision (p) of Section 53651, the administrator shall order the agent of depository holding
the pooled securities to convert into money that portion of the pooled securities necessary to
produce an amount equal to the sum of (i) the deposits of the local agency, (ii) any accrued
interest due on the deposits, and (iii) the reasonable expenses of the agent of depository in
complying with the order of the administrator and to pay the sum of items (i) and (ii) to the
treasurer in satisfaction of the deposits. The agent of depository shall be reimbursed out of the
proceeds of the conversion for its reasonable expenses in complying with the order of the



administrator, as approved by the administrator. Any excess moneys resulting from the
conversion shall be retained by the agent of depository as part of the securities pool until the
depository substitutes for the excess moneys securities having a market value sufficient to bring
the total of pooled securities up to the amount required by Section 53652.

(b) In case the pooled securities consist of a security of the class described in subdivision (p) of
Section 53651, the administrator shall draw on the letter of credit an amount equa to the sum of
(i) the deposits of the local agency, (ii) any accrued interest on the deposits, and (iii) the
reasonable expenses of the administrator in paying the deposits and pay the sum of items (i) and
(i) to the treasurer in satisfaction of the deposits.

53666. The only liability that shall attach to the administrator as the result of the operation of this
articleis that which would attach as a result of other laws of this state.

53667. (a) Expenses incurred by the administrator in carrying out the duties and responsibilities
assigned to the administrator by the sections specified in subdivision (a) of Section 53661, shall
be borne by the Local Agency Deposit Security Fund, which is hereby created and continuously
appropriated to the administrator for the administration of the sections specified in subdivision
(@) of Section 53661. This fund shall consist of fines levied pursuant to Section 53661, fees
collected pursuant to the sections specified in subdivision (a) of Section 53661, and assessments
levied pursuant to this section.

(b) Each fiscal year the administrator shall levy an assessment on a pro rata basis on those
depositories which at any time during the preceding fiscal year held local agency deposits. The
total assessment levied on all of those depositories shall be in an amount which, when added to
the amount of fines and fees that the administrator estimates will be collected during the fiscal
year when the assessment is levied, is sufficient in the judgment of the administrator to meet the
expenses of the administrator in administering the sections specified in subdivision (a) of Section
53661 and to provide a reasonable reserve for contingencies. The basis of the apportionment of
the assessment among the depositories assessed shall be the proportion that the average amount
of local agency deposits held by each of those depositories bears to the average total amount of
local agency deposits held by all of those depositories as shown by the reports of depositories to
the administrator for the preceding fiscal year, as required in subdivision (€) of Section 53661,
provided, however, that the amount of the assessment levied on each of those depositories shall
be not less than twenty-five dollars ($25).

(c) The administrator shall notify each depository by mail of the amount levied againgt it. The
depository shall pay the amount levied within 20 days after such notice into the Local Agency
Deposit Security Fund for the administration of the sections specified in subdivision (a) of
Section 53661. If payment is not made to the administrator within such time, the administrator
shall assess and collect, in addition to the annual assessment, a penalty of 5 percent of the
assessment for each month or part thereof that the payment is delinquent. If a depository fails to
pay the assessment or penalties assessed by the administrator, the administrator may notify local
agency treasurers with deposits in the depository.

53669. The treasurer or other authorized official is not responsible for money while it is
deposited pursuant to this article.



53676. The treasurer is not responsible for securities delivered to and receipted for by any bank,
savings and loan association, credit union, federally insured industrial loan company, or trust
company.

53678. The charges for the handling and safekeeping of any such securities are not a charge
against the treasurer but shall be paid by the depository owning the securities.

53679. So far as possible, al money belonging to alocal agency under the control of any of its
officers or employees other than the treasurer or a judge or officer of amunicipal court shall, and
dl money coming into the possession of a judge or officer of a municipal court may, be
deposited as active deposits in the state or national bank, inactive deposits in the state or national
bank or state or federa association, federal or state credit union, or federally insured industria
loan company in this state selected by the officer, employee, or judge of the court. For purposes
of this section, an officer or employee of a local agency and a judge or officer of a municipal
court are prohibited from depositing local agency funds or money coming into their possession
into a state or federa credit union if an officer or employee of the local agency, or a judge or
officer of amunicipal court, also serves on the board of directors, or any committee appointed by
the board of directors, or the credit committee or supervisory committee, of the particular state or
federal credit union. Such money is subject to this article except:

(a) Deposits in an amount less than that insured pursuant to federal law are not subject to this
article.

For deposits in excess of the amount insured under any federal law a contract in accordance
with Section 53649 is required and the provisions of this article shall apply.

(b) Interest is not required on money deposited in an active deposit by a judge or officer of a
municipal court.

(c) Interest is not required on money deposited in an active deposit by an officer having control
of arevolving fund created pursuant to Chapter 2 (commencing with Section 29300) of Division
3 of Title 3.

(d) Interest is not required on money deposited in an active deposit by an officer having control

of a special fund established pursuant to Articles 5 (commencing with Section 29400) or 6
(commencing with Section 29430) of Chapter 2 of Division 3 of Title 3.
53679.1. Notwithstanding any other provision of law, the accounting practices of each county
utilized prior to the effective date of this section relating to interest on trust funds shal be
deemed appropriate and to have been made under the direction of the board of supervisors of that
county. This section is declaratory of the law in existence prior to the enactment of this section.

53680. A tax collector of alocal agency shall immediately deposit with the treasurer all money
under his control, unless he deposits the money in a depositary pursuant to this article under
permission and instructions of the treasurer having authority to make such deposit.

53681. An officer or employee of a local agency who deposits money belonging to, or in the
custody of, the local agency in any other manner than that prescribed in this article is subject to
forfeiture of his office or employment.

53682. Notwithstanding any other provision in this article except Section 53652, the treasurer
may deposit moneys in and enter into contracts with any depository, as defined in subdivision (c)



of Section 53630, for services to be rendered by that depository that in the treasurer's judgment
are to the public advantage. One copy of each contract entered into under this section shall be
filed with the auditor or corresponding officer of the local agency. The contract shall:

(a) Fix the duration of compensating deposits, if any.

(b) Fix the interest rate of that compensating deposit, if any.

(c) Specify the services to be rendered by the depository.

(d) Indicate whether the depository shall bear the expenses of transportation of the money to
and from the depository.

(e) Fix the consideration payable by the agency for such services.

(f) Specify who may deposit moneys into the treasurer's active account and how those persons
are to make those deposits.

53683. Notwithstanding any other provision in this article, the consideration payable by the
agency as specified in subdivision (€) of Section 53682 shall be paid by the treasurer by applying
such consideration as costs applied on a pro rata basis against the interest earned by al the
agencies for which the treasurer invests.

53684. (a) Unless otherwise provided by law, if the treasurer of any local agency, or other
official responsible for the funds of the local agency, determines that the local agency has excess
funds which are not required for immediate use, the treasurer or other official may, upon the
adoption of a resolution by the legidative or governing body of the local agency authorizing the
investment of funds pursuant to this section and with the consent of the county treasurer, deposit
the excess funds in the county treasury for the purpose of investment by the county treasurer
pursuant to Section 53601 or 53635.

(b) The county treasurer shall, at least quarterly, apportion any interest or other increment
derived from the investment of funds pursuant to this section in an amount proportionate to the
average daily balance of the amounts deposited by the local agency and to the total average daily
balance of deposits in the investment pool. In apportioning and distributing that interest or
increment, the county treasurer may use the cash method, the accrua method, or any other
method in accordance with generally accepted accounting principles. Prior to distributing that
interest or increment, the county treasurer may deduct the actual costs incurred by the county in
administering this section in proportion to the average daily balance of the amounts deposited by
the local agency and to the total average daily balance of deposits in the investment pool.

(c) The county treasurer shall disclose to each local agency that invests funds pursuant to this
section the method of accounting used, whether cash, accrual, or other, and shall notify each
local agency of any proposed changes in the accounting method at least 30 days prior to the date
on which the proposed changes take effect.

(d) The treasurer or other officia responsible for the funds of the local agency may withdraw
the funds of the local agency pursuant to the procedure specified in Section 27136.

(e) Any moneys deposited in the county treasury for investment pursuant to this section are not
subject to impoundment or seizure by any county official or agency while the funds are so
deposited.

(f) This section is not operative in any county until the board of supervisors of the county, by
majority vote, adopts a resolution making this section operative in the county.

(g) It isthe intent of the Legislature in enacting this section to provide an alternative procedure
to Section 51301 for local agencies to deposit money in the county treasury for investment



purposes. Nothing in this section shall, therefore, be construed as a limitation on the authority of
a county and a city to contract for the county treasurer to perform treasury functions for a city
pursuant to Section 51301.

53686. (d) Any audit conducted relating to the investment of local agency funds and other funds
by the county treasurer in the county fund maintained pursuant to Section 53684 shall be
rendered to the depositary, the auditor, the controller, the secretary, or the corresponding officer
of the local agency, the treasurer or other official responsible for the funds of any local agency
that has funds on deposit in the county treasury, and the presiding judge of any superior court
that has ordered, pursuant to Section 3412, Section 3413, or Section 3611 of the Probate Code,
that assets of an estate be deposited with the county treasurer for deposit or investment.

(b) Any report rendered pursuant to Section 53646 shall be provided to the treasurer or other
official responsible for the funds of any local agency that has funds on deposit in the county
treasury.
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